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PREFACE 


So  many  writers  on  the  Currency  have  recom- 
mended its  depreciation,  as  the  best  means  of 
correcting  our  national  ills,  and  the  public  have 
become  so  tired  of  this  panacea,  that  it  appears 
necessary,  to  secure  attention  to  a  work  on  Cur- 
rency having  no  such  object,  to  state  so  even  on 
the  title-page. 

The  following  views,  with  the  exception  of  the 
proposition  to  Nationalize  the  Currency,  have  neither 
been  proposed  nor  adopted,  as  far  as  the  Author 
is  aware,  by  any  other  writer.  The  idea,  however, 
of  Nationalizing  the  Currency,  has  been  taken  up 
by   different   parties.     It   was   mooted   in    1826,   in 
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the  cabinet  of  Lord  Liverpool^  whether  a  pro- 
position to  that  effect  should  not  in  the  session 
of  that  year,  have  been  made  by  the  Government. 
It  was  nibbled  at  by  Lord  Althorp ;  and  the  private 
opinions  of  the  majority  of  the  members  of  the 
late  Committees  of  the  House  of  Commons  ap- 
pointed to  investigate  the  subject,  were  generally 
believed  to  be  in  its  favour  ;  while  it  was  anticipated 
that  the  enquiries  of  these  Committees  would  ter- 
minate in  its  being  recommended  to  Parliament. 
But  it  was  with  them  an  undefined  opinion,  rather 
than  a  well-understood  principle ;  and  no  questions 
were  put  calculated  to  establish  their  views  on 
the  subject.  Some  of  the  witnesses,  indeed,  ex- 
pressed themselves  in  favour  of  such  a  system,  but 
were  unable  to  assign  any  sound  practical  reasons 
for  its  adoption  ;  and  the  enquiry,  instead  of  ending 
in  such  a  recommendation,  effectually  stifled  the 
question :  the  Committee,  in  1841,  having  made 
a  report  relative  to  the  management  of  the  existing 
Currency,  which  renders  it  apparent  that  they  were 
not    aware    of    those    defects   in    our   system    that 
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make  a  National  Currency  desirable.  The  subject, 
consequently,  has  hardly  ever  been  spoken  of  since ; 
but  it  is  now  about  to  be  considered  by  Parliament, 
and  the  following  Essay  is  an  attempt  to  explain 
the  reasons  why  a  National  Currency  ought  to 
be  forthwith   adopted. 

Gravesend, 
Feb.  7th,  1844. 
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PECULIAR  NATURE  OF  OUR  DISTRESS. 

The  late  prolonged  distress,  though  natural  and 
severe,  was  artificially  produced.  It  originally  pro- 
ceeded from  a  suspension  of  demand  for  com- 
modities, by  which  trade  was  impeded  and  labour 
thrown  out  of  employment.  And  in  order  to  arrive  at 
a  proper  understanding  of  its  causes,  and  the  reason 
for  its  continuance,  it  is  necessary  to  explain  briefly 
the  nature  of  money,  or  income,  upon  the  expendi- 
ture of  which  the  demand  for  commodities  and  laboiu: 
depends. 

Although  the  income  of  individuals  and  of  the 
Nation,  (which  latter  consists  of  the  aggregate  of 
individual  incomes)  is  expressed  and  received  in 
money,  it  consists,  in  reality,  of  the  necessaries  and 
luxuries  of  life.  The  value  of  income,  though  it  be 
paid  in  money,  is  determined  by  the  quantity  of  the 
necessaries  and  luxuries  of  life  it  will  purchase.  The 
money  would  of  itself  be  worthless  without  the  power 
it  thus  confers.     In  England  this  is  strikingly  obvious ; 


the  income,  both  of  the  Nation  and  of  individuals, 
being  received  chiefly  in  paper-money,  possessing  no 
intrinsic  value.  Gold  and  silver,  though  valuable  in 
domestic  use,  as  plate,  ornaments,  &C.5  are  not  more 
valuable  as  coin,  than  paper-money,  properly  ac- 
credited. The  value  of  both  consists  in  their  power 
of  purchasing  the  necessaries  and  luxuries  of  life,  and 
the  one  for  this  purpose  is  as  available  as  the  other. 
A  five-pound-note  will  purchase  the  same  amount  of 
commodities  as  five  sovereigns,  and  an  income  re- 
ceived in  paper  is  as  valuable  as  one  received  in  gold. 

The  necessaries  and  luxuries  of  life,  are  annually 
produced,  and  in  order  that  they  may  be  annually 
produced,  they  must  be  annually  consumed.  Income 
is  dependent  on  the  wants  of  mankind.  It  is  derived 
from  the  demand  for  some  portion  of  the  necessaries 
or  luxuries  of  life.  The  demand,  however,  which  gives 
rise  to  the  income  of  one  man,  always  reproduces  a 
demand  equal  to  itself.  The  income  produced  being 
expended,  gives  rise  to  an  equal  amount  of  income  to 
other  persons. 

Hence  income  is  a  perishable  commodity.  It  is 
derived  from  annual  produce,  which  must  be  con- 
sumed in  order  to  its  being  produced,  and  can  never 
be  saved  by  one  man  unless  it  be  spent  by  another. 
A  miser  may,  indeed,  save  money  by  hoarding  it ;  but 
in  so  doing  he  contracts  the  circulation,  lowers  the 
price  of  commodities,  and  turns  over  to  those  who 
spend  their  incomes,  in  the  increased  quantity  of 
commodities  the  money  they  possess  will  purchase, 


that  command  over  them  and  power  of  consumption, 
which  he  has  denied  to  himself.  But  in  general, 
money  saved  out  of  income  is  lent  to  or  purchased 
by  others  who  live  beyond  their  incomes,  who  are 
making  improvements,  who  are  extending  their  trade, 
or  who  employ  the  loan  in  new  undertakings  ;  so 
that  the  additional  expenditure  of  one  part  of  the 
community,  balances  the  economy  of  another,  and  the 
national  income  is  maintained  and  supported  by  being 
consumed. 

The  savings  of  a  Nation  are  necessary  to  the  in- 
crease of  its  wealth ;  but  mere  economy  without 
expenditure  would  not  have  any  such  effect.  The 
wealth  of  a  Nation  consists  in  the  amount  of  the 
necessaries  and  luxuries  of  life  which  its  inhabitants 
can  produce  and  consume ;  and  that  amount  is  in- 
creased, by  a  portion  of  the  income  of  the  Nation 
being  saved  and  expended  in  draining  and  improving 
land,  in  the  construction  of  machinery,  in  the  erec- 
tion of  buildings,  in  the  making  of  roads,  and  in  other 
contrivances  by  which  the  annual  produce  of  the 
land  and  labour  of  the  country  is  increased,  and  the 
future  comfort  of  its  inhabitants  extended.  But 
beyond  this  a  Nation  cannot  save  money;  neither 
could  individuals,  unless  the  extravagance  of  one 
person  balanced  the  economy  of  another;  except 
indeed  by  hoarding,  which  as  before  explained, 
merely  deranges  the  circulation  without  preventing 
the  expenditure  of  the  annual  income  in  necessaries 
and  luxuries. 

B   2 


The  general  industry  of  a  Nation,  is  necessary  to 
its  general  prosperity,  and  to  its  command  over  the 
necessaries  and  luxuries  of  life.     If  the  labour  of  a 
Nation  were  represented  by  one  person  who  made 
shirts   and   another   who   made   shoes,   which    they 
respectively  exchanged ;  and  if  the  person  who  made 
shoes  were  to   declhie  making   such   exchange,  the 
man  who  made  shirts  would  be  compelled,  from  want 
of  the  power  to  exchange  them  for  shoes,  to  limit 
his  industry  to  the  work  required  for  his  own  use; 
Both  would  in    consequence   become   partially  idle, 
and  the  one  would  be  shoeless  and  the  other  shirtless. 
So,  if  any  portion  of  a  Nation   be   thrown   out  of 
employment,  it  not  only  becomes  poor,  but  renders 
the  other   portion    of  the   community  poor,   to    an 
extent   equal   to   its   poverty.     If   the   labour   of  a 
nation  in  producing  the  necessaries  and  luxuries  of 
life,  be  represented  by  ten  persons,  and  two  of  them 
be  thrown  out  of  employment,  and  cease  to  produce 
and  consume  as  when  in  full  work,  not  only  would 
the  two  be  reduced  to  great  distress,  but  the  other 
eight  would  find  their  means  of  hving  reduced  one- 
fifth  ;   for  when   the  two  ceased  to  produce  and  to 
earn  incomes,  by  which  to  command  a  portion  of  the 
labour   of  the  other   eight,   they   would   necessarily 
cease  to  purchase  that  portion  of  the  produce  of  the 
eight  which  they  had  previously  done,  and  this  would 
deprive  the  eight  of  the  power  of  repurchasing  the 
produce  of  the  two,  and  the  distress  would  thus  be 
perpetuated.     And  though  in  the  first  instance  the 


distress  might  be  accidentally  produced,  yet  it  would 
become  permanent  by  the  destruction  of  that  system 
of  exchange,  which  renders  the  industry  and  expen- 
diture of  the  income  of  one  person,  necessary  to  the 
production  and  the  expenditure  of  the  income  of 
another. 

Poverty  of  this  description  would  not  be  partial. 
It  would  necessarily  extend  itself  through  all  the 
channels  of  industry  in  any  way  connected  with  its 
original  source,  both  at  home  and  abroad  ;  and  might 
even  be  felt  where  the  original  source  was  but  little 
known.  Thus,  for  instance,  if  the  consumption  of 
Tea  in  England  were  materially  reduced,  the  reduction 
would  affect  the  incomes  of  the  growers  of  and 
dealers  in  tea  in  China,  and  diminish  their  consump- 
tion of  other  products  of  that  country,  and  thereby 
lessen  the  power  of  other  parties  to  produce  and 
consume  in  an  equal  degree.  So  that  commercial 
distress,  once  produced,  has  very  extensive  ramifica- 
tions, and  it  is  consequently  some  time  before  it  can 
be  overcome. 

The  process  of  overcoming  distress,  may  also  be  a 
work  of  some  difficulty  ;  for  the  power  to  produce  is 
derived  from  the  expenditure  of  income,  while  the 
expenditure  of  income  is  derived  from  production ; 
consequently,  as  supply  must  follow  demand — and 
demand  cannot  take  place  without  it  be  preceded  by 
supply — it  is  somewhat  difficult  to  perceive,  how 
income  is  to  be  created,  and  the  industry  of  a  nation 
revived,  when  the  equilibrium  which  exists  between 
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supply  and  demand  is  once  destroyed.  As  in  the 
priming  of  a  pump,  water  must  first  be  put  in  before 
any  can  be  got  out,  so  in  the  reproduction  of  the 
industry  of  a  nation,  it  would  seem,  that  some  sort  of 
demand  must  in  the  first  place  be  created,  indepen- 
dently of  supply ;  and  that  this  must  be  a  work  of 
time  as  well  as  diflficulty,  is  consistent  with  all  ex- 
perience. 

These  observations  give  a  correct  but  probably  a 
somewhat  imperfectly  developed  explanation,  of  the 
manner  in  which  the  distresses,  both  of  this  country 
and  of  America,  were  produced  as  well  as  continued 
for  so  long  a  period.  In  1836,  England  was  in  a 
state  of  great  prosperity.  There  was  no  undue 
speculation,  but  every  trade  was  flourishing,  and 
the  labouring  population  of  the  country  was  well 
employed,  and  in  comfortable  circumstances,  and 
the  agriculture  of  the  country  was  rapidly  recovering 
from  a  state  of  previous  depression,  when  a  pressure 
suddenly  occurred  in  the  Money  Market  of  London, 
which  suspended  the  industry  of  our  manufacturing 
districts :  that  is.  Capital  became  suddenly  scarce, 
the  bankers  were  compelled  to  withdraw  the  accom- 
modation they  had  previously  afforded  to  the  mer- 
cantile and  manufacturing  classes,  they  were,  in 
consequence,  compelled  to  restrict  or  to  suspend 
their  operations,  and  such  restriction  or  suspension 
threw  a  large  portion  of  the  industrial  community 
out  of  employment,  or  produced  a  serious  diminution 
of  their  wages.     This  state  of  things  at  home,  was 


followed  by  the  proceedings  of  General  Jackson  in 
the  United  States,  which  had  a  similar  effect  upon 
the  currency,  trade  and  industry,  of  that  country. 
A  general  reduction  of  income  and  diminution  of 
demand  for  labour,  was  the  result  in  both  countries. 

A  relief  from  this  pressure  was  experienced  in 
1838.  But  the  removal  of  the  original  cause  of  the 
evil,  though  the  first  step  to  improvement,  would  not 
in  itself  remove  the  evil  which  had  been  produced. 
The  pressure  was,  however,  again  renewed  in  1839, 
with  great  violence,  and  continued  with  intermissions 
for  upwards  of  two  years.  This,  of  course,  plunged 
the  Nation  into  still  greater  distress,  and  communi- 
cated that  distress  to  all  places  in  commercial  con- 
nection with,  and  dependence  upon  it. 

That  neither  our  distresses  nor  those  of  America, 
have  proceeded  from  any  natural  cause  or  calamity, 
is  sufficiently  obvious.  Our  crops,  upon  the  average, 
have  been  as  good  since  1836  as  usual ;  our  supplies 
of  foreign  corn  equally  great ;  and  our  populatioHt^s 
numerous  and  as  willing  to  work  as  before.  Ittle 
same  general  remark  applies  to  America.  Her 
embarrassments  have  even  been  greater  than  tho«e 
of  England.  Many  of  the  states  have  been  unable 
to  pay  the  interest  of  their  public  debts,  while  ^the 
general  government,  has,  from  a  plethora  of  incon^'^ 
experienced  during  the  administration  of  General 
Jackson,  been  reduced  to  the  inabihty  of  raising  the 
funds  necessary  to  meet  its  comparatively  limited 
expenditure.     Yet,  its  soil  is  as  capable  of  production 
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as  ever;  its  population  is  more  numerous,  and  as 
willing  to  exert  themselves;  while  the  markets  of 
Europe  are  even  more  open  to  them  for  the  sale  of 
their  produce,  than  before  these  embarrassments 
occurred. 

The  agriculture  of  this  country  was  not,  how- 
ever, until  within  the  last  two  years,  aflPected  by  these 
distresses.  The  prices  kept  up,  though  our  crops, 
as  we  have  said,  were  on  an  average  as  good  as 
usual,*  and  the  importations  of  foreign  corn  exten- 
sive. This  proves  that  the  distress  among  the 
labouring  classes,  though  severe,  was  partial.  The 
rich  obtain  their  supplies  of  food,  whatever  the 
price  may  be  ;  and  the  quantity  they  consume  is 
at  all  times  nearly  equal,  so  that  their  demand  does 
not  affect  the  price.  The  market  price,  as  far  as  it 
is  determined  by  the  quantity  of  money  brought  to 
market,  is  regulated  by  the  demand  of  the  labouring 
classes,  who  are  the  most  numerous,  and  the  chief 
consumers  of  the  food  of  the  country ;  and  the  price, 
when  the  supply  is  an  average  one,  depends  upon 
the  quantity  of  money  they  have  to  give  for  it. 
Now,  as  the  price  of  corn  was  kept  up,  though  the 

*  When  the  price  of  Corn  is  high,  the  common  opinion  always 
is,  diat  the  high  price  is  produced  by  scarcity.  But  in  no  country 
ire  Jthe  crops  so  generally  good,  and  so  little  variable  as  in  this. 
The  best  account  of  our  crops  of  wheat  is  obtained  by  some  houses 
in  Liverpool,  who  take  an  extensive  survey  every  year,  and  have 
done  so  for  thirty  years.  These  surveys  ought  to  be  obtained  for 
the  use  of  the  public.     They  could  not  fail  to  prove  highly  valuable. 
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average  home  supply  was  not  less,  and  the  foreign 
supply  larger  than  usual,*  the  demand  of  the  working 
classes  must  have  been  as  great,  on  the  aggregate,  as 
it  was  before  the  distresses  commenced,  and  the 
labouring  population  must  have  had  as  much  money 
to  give  for  it. 

As,  however,  great  destitution  and  want  of  food 
existed  among  particular  classes,  the  supply  must 
have  been  very  irregularly  distributed.  It  is  said 
that  a  person  who  eats  until  he  is  satisfied,  eats  one- 
third  more  than  does  him  any  good.  And  it  is 
certain,  that  the  labouring  population  of  a  country 
may  have  sufficient  to  maintain  a  comfortable  and 
healthy  existence,  and  yet  be  able  to  consume — 
without  much  advantage  to  themselves — a  consider- 
able addition  to  their  usual  supply ;  so  that  if  one 
person  in  ten  were  deprived  of  the  means  of  subsist- 
ence, and  that  share  of  the  produce  of  the  soil  which 
he  had  been  wont  to  consume,  was  transferred  to  the 
other  nine,  they  might  hardly  perceive  the  advantage 
they  thus  gained,  while  he  would  be  reduced  to  a 
state  of  starvation. 

*  Whatever  raises  the  price  of  Corn  in  this  country  sufficiently 
high,  will  of  course  bring  a  supply  of  Foreign  Corn.  But  a  supply 
of  Foreign  Corn  is  neither  a  consequence  nor  a  proof  of  scarcity,  as 
many  suppose.  If  the  rise  is  produced  by  an  extension  of  issues, 
it  will  of  course  produce  the  same  effect,  in  causing  an  importation 
of  Com,  as  if  it  were  the  result  of  scarcity.  It  cannot  be  too  strongly 
remarked,  that  the  price  is  no  rule,  and  that  we  can  never  know  the 
state  of  the  supply  by  any  other  than  an  accurate  account  of  the 
crops. 
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Now,  if  one-tenth  of  the  population  of  this  country, 
that  is,  two  or  three  millions  of  people,  were  dying 
of  hunger,  though  the  remainder  might  be  in  great 
comfort,  the  distress,  as  presented  to  the  public  mind 
(who  would  hear  of  nothing  but  the  destitution 
experienced)  would  appear  little  short  of  universal. 
Or  even,  if  half  a  million  of  people  were  in  a  state  of 
starvation,  from  want  of  employment,  the  distress 
would  not  only  loudly  call  for  pubhc  sympathy,  but 
would  appear  to  be  very  general.  We  apprehend, 
therefore,  that  the  distress  among  the  labouring 
classes,  though  severe  in  particular  districts,  may 
have  been  partial.  It  has,  however,  been  very 
general  among  that  portion  of  the  middle  and  upper 
classes,  whose  means  of  support  and  expenditure  are 
derived   from    the  profits    of    trade.* 

*  Since  writing  the  above,  we  have  seen  a  very  able  article  in 
the  "  Foreign  and  Colonial  Quarterly  Review,"  for  January,  1844, 
in  which  our  distress  is  partly  attributed  to  a  succession  of  bad 
harvests  previous  to  1842.  But  the  writer  points  out,  that  though 
the  distresses  in  America  have  been  greater  than  in  this  country, 
yet  there  has  been  no  such  deficiency  there.  He  quotes  the  fol- 
lowing from  the  speech  of  Mr.  Charles  Buller,  in  the  House  of 
Commons,  on  Thursday,  August  6th,  1843,  on  Systematic 
Colonization : — 

"  Whatever  shocks  our  trade  has  experienced  during  the  last 
five  years,  no  one  can  compare  them  in  severity  with  those  which 
have  been  felt  in  the  United  States.  Since  1836,  the  history  of  the 
trade  of  the  United  States  has  consisted  of  a  series  of  crises,  with 
intervals  of  stagnation.  *  I  doubt,'  says  Mr.  Everett,  in  the"  wise 
and  feeling  answer  which  he  recently  made  to  a  deputation  of 
holders  of  State  Stock, — '  I  doubt  if,  in  the  history  of  the  world,  in 
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In  1842  an  attempt  was  made  to  relieve  the  dis- 
tresses of  the  country,  by  a  modification  of  the  Corn 
Laws,  by  the  admission  of  Foreign  Cattle  and  Meat, 
at  a  revenue  duty,  and  by  the  removal  of  several 
other  restrictions  on  our  commerce  with  foreign 
countries.  And,  as  our  distresses  were  then  chiefly 
felt  by  the  manufacturing  and  commercial  classes, 
who  can  only  be  relieved  by  an  extension  of  trade, 
the  attempt  was  equally  just  and  humane,  and  will, 
no  doubt,  have  the  effect  of  giving  them  increased 
employment,  and  of  adding  to  their  means  of  sub- 
sistence. This,  however,  will  in  the  end  prove  no 
blessing,  but  on  the  contrary  may  prove  an  additional 
curse,  if  the  original  source  of  these  evils  be  allowed 

so  short  a  space,  such  a  transition  has  been  made  from  a  state  of 
high  prosperity  to  one  of  general  distress,  as  within  the  United 
States  within  the  last  six  years.'  And  yet,  has  there  been  any  of 
what  we  should  call  distress  among  the  quiet  trades  and  artizans  2 
or  any  inability  to  employ  capital  with  ordinary  profits  ?  or  any 
general  want  of  employment  for  labour  ?  or  any  great  depression  of 
wages  ?  or  any  thing  which  we  should  call  the  extreme  of 
destitution  ?  " 

Now,  there  can  be  no  reason  for  supposing  that  the  distresses  in 
the  two  countries  were  not  produced  by  the  same  cause.  The 
notorious  general  prosperity  of  our  agriculturists,  during  the  suc- 
cession of  bad  harvests  referred  to  by  the  Reviewer,  is  in  itself  a 
sufficient  proof  of  their  non-existence  ;  for  the  agriculturist  always 
suffers  more  by  a  loss  in  quantity,  than  he  gains  by  any  additional 
price  consequent  thereon.  And  had  there  really  been  a  succession 
of  bad  harvests  previous  to  1842,  the  farmers  would  have  been  in  a 
state  of  distress,  instead  of  enjoying,  as  they  actually  did,  great 
prosperity. 
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to  continue.  If  the  commerce  of  the  country  remains 
liable  to  these  derangements,  the  more  extensive  it 
is,  the  greater  will  be  the  evils  produced  by  them 
when  they  occur.  These  evils,  however,  are  artifi- 
cially produced,  and  may  be  removed.  They  are 
caused  by  the  improper  action  of  the  exchanges 
upon  the  London  Money  Market. 

The  money  in  the  Money  Market,  is  a  local  appro- 
priation of  money,  for  a  particular  purpose.  The 
exchanges  consist,  of  an  influx  and  reflux  of  money 
into  and  from  the  country,  for  another  and  different 
purpose ;  and  they  have  no  natural  connection  with 
the  London  Money  Market.  But  by  our  system  of 
Currency,  the  exchanges  are  turned  into  the  Money 
Market,  and  flow  through  it,  by  which  their  proper 
action  is  prevented,  and  those  commercial  convulsions 
produced,  by  which  our  distresses  have  been  caused. 
Much  in  the  same  manner,  if  the  Thames  were 
dammed  up,  and  made  to  overflow  its  banks,  the 
navigation  of  the  river  would  be  at  once  impeded, 
and  the  surrounding  country  destroyed :  and,  as  the 
remedy  in  such  a  case  would  be  to  remove  the 
obstruction,  and  allow  the  Thames  to  flow  in  its 
natural  channel,  so,  the  way  to  prevent  these  com- 
mercial convulsions  in  future,  will  be  to  direct  the 
exchanges  into  their  natural  channel,  and  keep  the 
Money  Market  free  from  their  influence. 
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In  order  to  make  this  clear,  I  propose  to— 

Istly, — Explain  the  nature  and  object  of  the  ex- 
changes, in  regulating  the  amount  of  the  Currency, 
fixing  the  prices  of  the  country,  and  adjusting  our 
trade  with  foreign  nations. 

2ndly, — The  working  of  our  Currency — the  manner 
in  which  it  defeats  the  object  of  the  exchanges,  and 
the  irregular  influences  which  at  present  act  upon 
it,  and  derange  the  prices  of  the  country. 

3rdly, — The  nature  and  character  of  the  London 
Money  Market,  and  the  manner  in  which  the 
exchanges  act  upon  it,  producing  those  commer- 
cial convulsions,  from  the  effect  of  which  we  are 
now  suffering. 

4thly, — The  remedy  for  these  evils,  with  the  easy 
manner  in  which  it  may  be  applied. 

1st.— THE   NATURE  AND   OBJECT  OF  THE 
EXCHANGES, 

IN    REGULATING     THE     AMOUNT     OF     THE     CURRENCY,     FIXING 

THE    PRICES    OF    THE    COUNTRY,    AND    ADJUSTING    OUR 

TRADE    WITH    FOREIGN    NATIONS. 

All  trade  consists  in  the  barter  of  commodity  for 
commodity.  Money  is  merely  the  instrument  by 
which  barter  is  effected.  In  dealing  with  Foreign 
Nations,  we  sell  our  goods  and  purchase  theirs  at 
prices  in  money,  and  when  the  total  quantities  so 
bought  and  sold  differ  in  value,  the  balance  is  paid  in 
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gold  and  silver,  by  the  merchants  who  conduct  the 
trade.  But  the  importation  and  exportation  of 
money,  have  ultimately  a  much  more  important 
object  or  purpose  to  effect,  than  that  of  merely 
settling  a  commercial  account.  When  money  is 
due  on  either  side,  the  proper  balance  does  not  exist 
in  the  interchange  of  commodities  ;  and  the  effect  of 
the  money  paid  is  to  restore  this  balance,  by  which 
the  trade  is  brought  to  an  exchange  of  commodity 
for  commodity — its  natural  and  proper  state. 

The  general  prices  of  a  country,  are  determined  by 
the  amount  of  money  in  circulation.  If  the  amount 
of  money  were  doubled,  the  prices  would  also  be 
doubled,  or  if  the  amount  were  reduced  one  half, 
prices  would  likewise  be  reduced  in  proportion.  There 
is  no  such  thing  as  a  natural  state  of  prices.  When- 
ever, therefore,  money  is  imported  into  a  country,  the 
proper  effect  of  that  importation  is  to  raise  the  prices 
generally,  and  to  enhance  the  monetary  income  of  its 
inhabitants.  When,  on  the  contrary,  money  is  ex- 
ported, the  proper  effect  is  to  depress  the  prices,  and 
to  reduce  the  monetary  income   of  its   inhabitants. 

Now,  when  the  balance  of  payments  is  against  one 
and  in  favour  of  another  nation,  it  arises  from  the 
inhabitants  of  the  former  having  a  greater  demand 
for  the  productions  of  the  latter,  than  the  inhabitants 
of  the  latter  have  for  the  productions  of  the  former. 
But  after  a  transmission  of  the  balance  in  money,  an 
alteration  must  necessarily  be  experienced  in  the 
state  of  this  demand.     The  inhabitants  of  the  country 
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from  whence  the  money  was  sent,  would  be  unable, 
from  their  reduced  monetary  incomes,  to  purchase 
so  large  a  quantity  of  the  products  of  the  money- 
importing  country  as  before ;  while  they,  the  inha- 
bitants of  the  importing  country,  would  be  enabled, 
by  the  increase  in  their  monetary  incomes,  to  pur- 
chase more  of  the  commodities  of  the  nation  from 
which  the  money  had  been  received.  Thus  the  trade 
would  again  be  brought  to  a  balance  in  money,  and 
be  thereby  rendered  an  exchange  of  commodity  for 
commodity  :  the  nation  receiving  the  money,  gaining 
by  the  improved  terms  on  which  the  barter  would 
be  thereafter  conducted. 

Should  the  balance  of  payments  in  favour  of  a 
nation,  be  produced  by  an  excess  of  demand  for 
manufactured  articles,  the  trade  might,  and  no  doubt 
would,  be  brought  to  a  balance  in  commodities,  by 
such  an  importation  of  the  necessaries  of  life,  as 
would  maintain  the  additional  labour  required  to 
produce  these  manufactured  articles.  This  would 
prevent  the  prices  rising  beyond  the  level  necessary 
for  this  purpose,  and  would  also  curtail  the  advantages 
which  would  otherwise  be  obtained  by  selling  dear 
and  buying  cheap.  A  manufacturing  nation  which 
prevented  the  importation  of  corn,  might  have  a  very 
high  range  of  prices,  compared  with  its  neighbours, 
and  thereby  carry  on  its  trade  or  barter  with  them, 
to  much  advantage.  But,  by  this  exclusion  it  would 
limit  its  foreign  trade,  and  prevent  its  further  exten- 
sion, keep  its  population  down  to  the  level  of  its  own 


means  of  subsistence,  and  prevent  the  country 
deriving  many  of  those  advantages  which  are  now 
so  largely  insisted  upon  with  a  view  to  the  repeal 
of  our  Corn  Laws,  and  which  an  increasing  popula- 
tion may  render  it  desirable  should  be  duly  considered. 

It  may,  however,  be  remarked  by  the  way,  that 
Corn  Laws  do  not  produce  a  rise  in  prices  by  making 
corn  less,  but  by  making  money  more  plentiful  than 
before.  They  keep  out  Foreign  Com,  until  such  an 
importation  of  money  takes  place  (presuming  the 
currency  to  work  properly,)  as  shall  produce  an 
elevation  of  prices  by  depreciating  or  diminishing  the 
value  of  the  currency  in  commodities.  Corn  Laws 
always  produce  the  effect  they  are  intended  to  pro- 
duce, by  their  action  upon  the  currency. 

One  of  the  proper  as  well,  as  one  of  the  most 
important  uses  of  a  currency,  is,  therefore,  so  to 
regulate  the  prices  of  a  nation  as  to  render  its  foreign 
trade  a  barter  of  commodity  for  commodity.  But 
this  effect  is  in  England  impeded,  if  not  totally  pre- 
vented, by  our  system  of  currency. 

2ndly.— THE    WORKING    OF    OUR 
CURRENCY, 

THE    MANNER    IN    WHICH     IT     DEFEATS     THE     OBJECT    OF    THE 

EXCHANGES,    AND     THE     mUEGULAR     INFLUENCES    WHICH 

AT    PRESENT    ACT    UPON    IT     AND     DERANGE     THE 

PRICES    OF    THE    COUNTRY. 

Those  defects  in  our  Currency,  by  which  the 
object   of  the   exchanges   in  regulating  our   foreign 


17 

trade  is  defeated,  arise  from  the  manner  in  which  the 
paper  circulation  is  issued.  It  chiefly  consists  of 
Promissory  Notes,  payable  on  demand,  of  the  Bank 
of  England,  and  between  four  and  five  hundred  Joint 
Stock  and  Private  Banks,  and  by  similar  institutions 
in  Scotland  and  Ireland,  issued  as  a  source  of  private 
gain. 

This  system  was  the  growth  of  chance,  and 
is  justifiable  on  no  sound  principle ;  but  its  evils 
have  never  been  very  distinctly  pointed  out.  Adam 
Smith,  indeed,  eulogizes  it  in  his  '*  Wealth  of 
Nations,"  and  after  much  reasoning  upon  the  subject, 
concludes  that  if  Banks  are  compelled  to  pay  their 
notes  in  gold,  they  may  safely  be  allowed  to  issue 
them  at  pleasure :  that  the  obligation  to  pay  in 
gold,  coupled  with  their  own  interest,  will  induce 
them  at  all  times  to  supply  the  country  with  an 
amount  of  notes  precisely  equal  to  the  sum  of  gold 
and  silver  that  would  circulate  if  there  were  no  issuing 
Banks. 

The  Bullion  Committee — a  Committee  of  the 
House  of  Commons,  which  sat  in  1810,  and  whose 
Report  forms  an  important  era  in  the  history  of  our 
Currency,  also  commends  the  system.  That  report 
stated  that  "  they  fully  agreed  with  Dr.  Adam  Smith 
and  all  the  most  able  writers  and  statesmen  of  this 
country,  in  considering  a  paper  circulation,  constantly 
convertible  into  specie,  as  one  of  the  greatest  prac- 
tical improvements  which  could  be  made  in  the 
political  and  domestic  economy  of  any  state.     And 
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in  viewing  the  establishment  of  the  Country  Banks 
issuing  such  paper,  as  a  most  valuable  and  essential 
branch  of  that  improvement  in  this  kingdom." 

These  views  are  erroneous,  notwithstanding  the  high 
authorities  by  which  they  were  promulgated.  Nei- 
ther Adam  Smith,  nor  the  Bullion  Committee,  had  a 
correct  idea  of  the  principle  by  which  the  quantity  of 
money  circulating  in  a  country  is  determined.  They 
were  not  aware,  that  one  of  the  most  important  func- 
tions of  money,  is  to  regulate  the  trade  of  different 
nations  with  each  other,  by  bringing  it  to  a  balance  in 
commodities,  however  simple  and  obvious  the  prin- 
ciple when  pointed  out. 

No  currency  can  be  a  proper  one,  that  does  not 
effect  this  object,  and  that  our  currency  does  not  effect 
it  in  a  proper  manner,  will  on  consideration  be  obvious. 
In  1839-40,  we  had  a  balance  of  payments  against  us 
to  the  amount  of  ten  millions,*  and  since  then  we 
have  had  a  balance  in  our  favour  to  a  much  greater 
extent.  This  is,  of  course,  not  balancing  in  commodi- 
ties, and  cannot  take  place  to  such  an  extent,  without 
producing  a  great  inequality  in  the  demand  for  com- 
modities and  labour,  both  in  this  country  and  in  the 
countries  trading  with  us.  When  we  export  ten  mil- 
lions of  money  in  the  purchase  of  foreign  commodities, 

♦  The  balance  of  payments  went  against  us  to  this  extent,  but 
the  actual  payment  of  two  millions  and  a  half  was  suspended  by  an 
arrangement  made  by  the  Bank  of  England  with  the  Bank  of  France, 
so  that  the  balance  paid  by  an  actual  transmission  of  bullion  does 
not  by  the  returns  of  the  Bank  of  England  appear  so  large. 


19 

the  labour  of  our  manufacturers  to  that  extent  must 
be  suspended^  until  a  balance  of  payments  in  our 
favour,  produces  an  excessive  demand  for  our  commo- 
dities corresponding  with  the  previous  deficiency,  and 
the  same  with  the  produce  of  other  countries.  It  is 
clear  that  money  cannot  travel  backward  and  for- 
ward between  this  and  other  countries  in  such  large 
masses,  without  an  existing  inequality  in  the  demand 
of  this  and  the  countries  trading  with  it,  for  the  pro- 
ducts of  each  other,  by  which  great  distress  must 
occasionally  be  produced. 

Our  foreign  trade  in  its  proper  state,  should,  as  we 
have  seen,  balance  in  commodities,  and  the  constant 
influx  and  reflux  of  gold,  which  we  experience  to  so 
great  an  extent,  is  therefore  a  proof  of  a  great  defect 
in  our  system  of  currency.  This  defect  arises,  as  we 
have  stated,  from  the  currency  being  issued  by  the 
banks  throughout  the  country  as  a  matter  of  private 
gain.  Money  received  from  abroad,  is,  for  the  most 
part,  due  to  the  nation  at  large.  It  is  received  in  the 
purchase  of  manufactured  goods,  which  embody  the 
labour  of  the  country  generally,  and  the  agricultural 
produce  of  all  parts  of  it,  by  which  that  labour  is  sup- 
ported. So  that  the  probabihty  is,  that  money  im- 
ported is  generally  due,  in  equal  proportions,  to  Eng- 
land, Ireland  and  Scotland,  and  ought  to  have  an 
effect,  corresponding  with  the  amount  of  it,  upon  the 
prices  of  the  United  Kingdom.  But  instead  of  this  it 
is  purchased  up  by  the  banks  throughout  the  country, 
and  detained  by  them  in  London.     The  banks  do  not, 

c  2 
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however,  perceive  the  operation,  though  they  perform 
it.     The  money  comes  in  the  first  instance  to  London, 
as  a  matter  of  convenience,  both  because  foreign  coin 
and  bulHon  must  be  coined  into  EngHsh  money  there, 
before  it  can  be  put  into  circulation,  or  otherwise  sold 
to  the  Bank  of  England  for  its  notes,  and  because  the 
dealers  in  the  exchanges  chiefly  reside  in  London.    If, 
therefore,  a  remittance  of  gold  or  silver  be  made  to 
London,  in  payment  of  a  debt  due  to  Glasgow,  the 
bill  drawn  against  it  is  sent  to  Glasgow  and  placed,  by 
the  party  who  receives  it,  in  the  hands  of  his  bankers 
in  that  city,  and  they  either  give  out  their  own  notes 
for  the  bill,  or  enter  a  credit  for  it  in  their  books,  and 
become  virtually  possessed  of  the  gold  or  silver  in 
London,    against  which  the  bill  was  drawn.       If  a 
portion  of  this  gold  or  silver  is  due  from  Glasgow  to 
Ireland,  or  to  any  part  of  England  or  Scotland,  from 
whence  the  supplies  of  Glasgow  are  drawn,   a  bill 
upon  London  would  be  received  from  the  Glasgow 
bankers,  for  such  portion,  and  be  sent  to  where  it 
might  be  due  ;  by  which  a  portion  of  the  gold  or  silver 
would  be  transferred  over  to  the  bankers  situated  in 
the  district  to  which  the  bill  might  be  sent,  and  they 
would,  in  the  same  way,  give  out  their  notes  or  enter 
a  credit  in  their  books  for  it. 

Thus,  directly  and  indirectly,  bulHon  imported, 
comes  into  the  possession  of  the  bankers  throughout 
the  country,  and  is  held  in  London  on  their  account. 
The  bankers  give  their  own  local  notes,  or  a  credit  in 
their  books  for  it,  and  order  their  agents  to  place  the 
money  out  at  interest  in  London. 
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As  the  bankers  give  their  notes,  or  enter  a  credit  in 
their  books,  in  exchange  for  the  buUion,  it  might  be 
anticipated,  that  a  general  increase  of  circulation  would 
be  produced  by  an  importation  of  bullion.  And,  as 
bank  notes  are  just  as  useful  in  circulation  as  gold  and 
silver,  that  the  same  effect,  in  a  greater  or  less  degree, 
would  be  produced,  as  if  the  bullion  were  coined  into 
money  and  circulated  throughout  the  country.  But 
this  we  do  not  find  to  be  the  case.  We  have  recently 
had  a  large  importation  of  bullion,  with  a  decrease 
instead  of  an  increase  of  the  country  bank  circulation, 
and  this  frequently  occurs. 

On  the  other  hand,  when  gold  or  silver  is  ex- 
ported, it  is  a  payment  by  the  nation  out  of  income, 
for  foreign  commodities  which  have  been  consumed 
by  individuals.  These  commodities  are  paid  for,  by  the 
consumers  of  them,  in  the  first  instance  with  bank 
notes,  in  which  the  income  of  the  country  is  received ; 
and  those  who  have  remittances  to  make  abroad,  to 
pay  for  these  commodities,  obtain  from  the  bankers 
bills  upon  London  for  the  notes,  with  the  produce  of 
which  bills,  gold  or  silver  is  obtained  to  be  sent  abroad, 
to  make  the  payments  with  :  and  at  such  periods,  the 
country  bankers  ought  to  contract  their  circulation  in 
a  corresponding  degree.  This,  however,  they  seldom 
do.  Upon  reference  to  the  periods  when  considerable 
exportations  of  bullion  have  taken  place,  we  shall 
generally  find  that  the  country  banks  have  increased 
their  issues. 

This  defect  in  the  working  of  our  system,  has  been 
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seen  and  pointed  out  by  Committees  of  Parliament 
and  others.  It  was  laid  down  by  the  BuUion  Com- 
mittee, that  the  Bank  of  England  should  increase  and 
diminish  its  issues  with  the  influx  and  reflux  of  the 
exchanges,  and  that  the  country  bankers  should  in- 
crease and  diminish  their  issues  with  those  of  the 
Bank  of  England.  And  their  not  doing  so,  has  been 
made  a  ground  of  charge  against  them,  for  administer- 
ing the  currency  upon  incorrect  principles.  The  com- 
mittees and  parties  making  this  charge,  did  not,  how- 
ever, sufficiently  perceive  that  the  country  bankers 
are  almost  passive  agents  in  the  matter,  and  that  the 
amount  of  their  notes  in  circulation  regulates  itself, 
without  their  being  at  all  aware  of  the  principles  by 
which  that  amount  is  determined.  They  issue  their 
notes  in  the  ordinary  course  of  their  business ;  a  given 
amount  remains  in  circulation,  and  this  amount  varies 
without  their  knowing  the  principles  upon  which  the 
variation  takes  place,  and  without  any  power  on  their 
part  to  prevent  it. 

It  is,  however,  by  the  country  bank  circulation  that 
prices  are  chiefly  affected.  Prices  rise,  when  it  rises, 
and  fall,  when  it  falls.  But  not  so  with  the  issues  of 
the  Bank  of  England,  which  form  a  large  proportion 
of  the  circulation  of  the  United  Kingdom.  The  chief 
part  of  its  issues  are  in  the  tills  of  the  bankers 
throughout  the  kingdom,  and  this  portion  constitutes 
no  part  of  the  current  circulation  by  which  prices  are 
regulated.  Of  nineteen  or  twenty  millions,  given  by 
the  late  returns,  as  the  circulation  of  the  Bank  of 
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England,  somewhere  about  four  millions  consist  of 
notes  issued  by  its  branches  in  the  country,  of  which, 
say,  one  million,  at  least,  is  in  the  tills  of  the 
bankers;  and  three  millions  circulate  from  hand  to 
hand ;  that,  of  the  remainder,  about  two  millions  cir- 
culate from  hand  to  hand  in  London  and  its  neigh- 
bourhood, which  is  a  large  allowance  compared  with 
the  rest  of  the  kingdom.*  This  makes  the  notes  of 
the  Bank  of  England  in  current  circulation,  about  five 
millions,  and  this  is  the  only  portion  of  its  issues 
which  sympathises  and  fluctuates  with  the  country 
bank  circulation.  The  remaining  fourteen  or  fifteen 
miUions,  is  in  the  tills  of  the  bankers  throughout  the 
kingdom,  producing  only  an  indirect  effect  upon  the 
currency,  as  hereafter  to  be  explained.  It  may,  how- 
ever, be  remarked,  that  the  returns  made  by  the  Bank 
of  England,  in  which  its  total  issues  are  given  without 
any  distinction,  only  help  to  confuse  the  subject  they 
are  intended  to  elucidate. 

Now,  as  we  have  seen,  if  the  currency  worked  upon 
correct  principles,  the  circulation  ought  to  rise  as 
money  is  imported,  and  fall  as  money  is  exported, 
producing  an  increase  of  prices  when  the  exchanges 
are  in  our  favour,  and  a   decrease   when   they  go 

*  The  only  way  at  present  to  form  an  estimate  of  the  circulation 
of  notes  from  hand  to  hand  in  London,  is  by  a  reference  to  the 
country  circulation.  If,  say  fourteen  millions  of  people  require  less 
than  fourteen  millions  of  notes  to  circulate  from  hand  to  hand,  the 
population  of  London  and  its  environs,  amounting  to  about  two 
millions,  cannot  require  more  than  two  millions  of  notes  :  the  popu- 
lation of  towns  requiring  fewer  notes  in  proportion,  than  that  of  the 
rural  districts. 
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against  us,  and  that  the  constant  tendency  of  these 
changes  would  he  to  correct  themselves,  and  bring  our 
trade  with  other  nations  to  a  balance  in  commodities, 
its  most  perfect  condition  ;  but,  as  under  the  work- 
ing of  our  system  of  currency,  prices  generally  fall 
when  they  ought  to  rise,  and  rise  when  they  ought  to 
fall,  it  cannot  be  a  matter  of  surprise,  that  our  own 
commerce,  and  that  of  the  nations  trading  with  us, 
should  be  kept  in  that  state  of  fluctuation,  in  which 
we  know  by  bitter  experience  it  continually  exists. 

We  have  likewise  shown,  that  the  importation  of 
the  precious  metals,  even  under  the  present  system, 
ought  to  increase  the  country  bank  circulation  to  the 
extent  of  such  importation,  and  that  an  exportation 
of  the  precious  metals  ought  to  have  an  opposite 
effect,  but  that  other  causes  prevent  this,  which  we 
have  now  to  consider. 

THE  OPERATIONS 

OF  CAPITAL,  OR  THE  SAVINGS  OF  INCOME, 

UPON   THE  CURRENCY. 

As  already  stated,  the  income  of  the  country  must 
be  consumed  in  order  to  be  produced,  and  what  one 
person  saves  out  of  his  income  or  profits,  is  generally 
lent  to  another  person,  by  whom  it  is  spent.  Now, 
another  important  function  of  a  currency,  is  to  secure 
this  expenditure  of  the  savings  of  the  country.  Under 
the  operation  of  a  metaUic  currency,  if  a  person  saved 
money  out  of  his  income  or  profits,  he  would  either 
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lend  it  to  others  who  would  spend  it,  or  place  it  in  the 
hands  of  his  bankers,  who  would  lend  it.  But  the 
amount  lent,  could  not  be  increased  or  diminished.  No 
one  could  increase  the  amount  of  gold  saved,  and  no 
one,  for  his  own  sake,  would  destroy  it ;  therefore,  the 
amount  of  money  in  circulation  would  not  be  affected 
by  these  operations.  Under  ordinary  circumstances, 
there  appears  always  to  be  a  demand  for  money  at  some 
rate  of  interest  or  other,  and  the  rate  of  interest  given 
for  it,  will  always  depend  upon  the  amount  of  this  de- 
mand compared  with  the  supply.  In  a  speculative 
country  like  this,  for  short  periods  money  might  possi- 
bly fluctuate  in  value,  from  2  or  3  to  8  or  10  per  cent. ; 
but  whatever  fluctuations  might  take  place  in  the  rate 
of  interest,  the  national  income  would  be  steadily  con- 
sumed within  the  year,  without  the  currency  being 
affected  by  it.  But  in  consequence  of  our  country 
bankers  issuing  their  own  notes,  they  cannot  perceive 
the  amount  saved,  and  are  compelled  to  charge  one 
rate  of  interest,  by  which  the  currency  fluctuates  in 
amount,  instead  of  the  interest  of  money  fluctuating  in 
value. 

The  general  rate  of  interest  which  the  bankers 
charge  is  5  per  cent,  and  when  money  falls  below  this 
value,  their  circulation  contracts,  and  when  it  rises 
above  this  value,  the  circulation  expands. 

These  expansions  and  contractions,  are  also  much 
assisted  by  sales  and  purchases  in  the  funds.  If  a 
person  saves  a  thousand  pounds,  and  cannot  employ 
it,  or  lend  it  out  to  advantage,  he  purchases  into  the 
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funds  with  it.  He  has  received  the  money  in  notes, 
which  he  has  placed  with  his  banker ;  but  instead  of 
lending  it  to  other  persons,  who  draw  the  notes  out 
again,  he  orders  his  banker  to  purchase  stock  in 
London  with  the  money.  This  his  banker  must  do 
out  of  his  own  funds ;  and  in  order  to  do  it,  it  may  be 
that  the  banker  has  to  sell  the  very  stock  which  his 
customer  purchases.  The  banker  finding  that  portion 
of  his  funds  reserved  in  London  for  such  payments, 
reduced  £1000,  cannot  with  prudence  lend  out  the 
money  again  in  the  country  himself,  so  that  his  issues 
are  contracted  to  that  extent. 

The  reverse  of  this  operation  takes  place  when 
there  is  an  increased  demand  for  capital  in  the  country. 
A  person  who  is  getting  only  3^  or  3^  per  cent,  for 
his  money  in  the  funds,  is  offered  5  per  cent,  on  good 
security  in  the  country,  by  parties  who  wish  to  ex- 
pend the  money  in  some  useful  operation,  and  he 
orders  his  banker  to  sell  out  for  him  £1000  of  the 
funds  in  London.  This  being  done,  he  gives  a  cheque 
upon  his  banker  in  the  country  for  the  money,  to  the 
parties  borrowing  it,  and  they  take  it  out  of  the 
banker's  hands,  by  degrees,  in  notes,  or  transfer  the 
money  to  some  other  bank,  to  be  locally  expended, 
and  the  notes  gradually  put  into  circulation.  These 
notes  the  country  banker  has  no  difficulty  in  issuing, 
as  he  has  obtained  possession  of  the  <£1000  in 
London,  the  proceeds  of  the  government  securities 
disposed  of;  and  which  ^1000  will  enable  him  to 
pay  off  the  notes  issued,  or  any  part  of  them,  when- 
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ever  they  may  be  returned  upon  him  in  demand  for 
a  bill  upon  London.  As  before  stated,  however,  the 
country  banker  does  not  perceive  this  effect.  He 
issues  his  notes  because  he  has  the  cash  in  London, 
anticipating  the  possibility  of  their  being  paid  into 
some  other  bank,  and  then  being  returned  upon  him 
in  a  demand  for  a  bill  upon  London  in  a  very  short 
time.  Their  remaining  in  circulation  depends  upon 
the  manner  in  which  they  are  employed,  which  he 
can  seldom  foresee. 

Thus,  as  the  country  bankers  will  always  increase 
their  issues  upon  a  sale  of  government  securities,  and 
on  the  other  hand,  are  compelled  to  contract  them  by 
the  purchase  of  these  securities  on  the  part  of  the 
public,  the  fiinds  very  much  assist  in  producing  those 
derangements  to  which  our  circulation  is  liable. 

It  is  probable,  that  the  aggregate  of  the  National 

income,  including  the  wages  of  labour,  is  not  less  than 

<£300,000,000,  and  it  may  easily  be  conceived,  that 

without  the  aid  of  a  proper  currency,   to  assist  in 

keeping  the  income  and  expenditure  upon  a  par  with 

each  other,  the  expenditure  must  at  all  times  have  a 

tendency  either  to  exceed  or  fall  short  of  the  income. 

Now  if  this  should  amount  in  any  one  year  to  ten  or 

twenty  millions — which   would  not  appear  to  be  a 

large    amount    upon    such    an    income  —  it   would 

obviously  produce  a  much  greater  effect  upon  the 

circulation,  than   an    importation    or   exportation  of 

four  or  five  millions  of  bullion,  which  is  a  very  great 

balance  either  to  pay  or  receive  in  one  year ;  so  that 

it   may  cease  to  be  a   matter  of  surprise  that  the 
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exchanges  have  so  little  effect  upon  our  circulation, 
if  the  economy  or  expenditure  of  the  Nation  at  the 
time  should  affect  the  currency  in  an  opposite 
direction. 

The  consequence  of  these  operations  of  capital 
upon  the  currency  (acting  for  the  most  part,  as  it 
would  seem,  in  opposition  to  the  exchanges,  for 
reasons  we  shall  hereafter  attempt  to  explain,)  is, 
as  before  observed,  that  prices  fall  when  they  ought 
to  rise,  and  rise  when  they  ought  to  fall. 

It  may  be  incidentally  remarked,  that  the  enlarge- 
ment or  contraction  of  the  currency  appears  to  fall 
in  the  first  instance,  upon  the  price  of  agricultural 
produce.  The  produce  of  the  soil  supplies  the  raw 
material  of  wealth,  and  is  the  basis  upon  which  the 
superstructure  of  the  national  income  is  raised,  and 
which  all  expenditure  eventually  reaches.  Thus,  a 
person  of  large  fortune,  may  spend  the  chief  part  of 
his  income  in  works  of  art,  and  in  the  employment 
of  highly-paid  labour,  after  consuming  as  much  of 
the  produce  of  the  soil  as  is  necessary  for  his  own 
support,  and  that  of  his  family.  The  parties  among 
whom  his  surplus  income  is  thus  expended,  will,  in 
their  turn,  do  the  same;  they  will  purchase  the 
amount  of  provisions  they  require,  and  spend  the 
remainder  in  luxuries,  by  which  other  parties  will 
obtain  the  power  of  doing  the  same  thing ;  or  if  any 
portion  is  saved,  it  is  lent  to  others  who  spend  it. 
And  so  it  goes  on  from  hand  to  hand,  until  it  is  all 
expended  in  the  produce  of  the  soil ;  or  at  least,  it  is 
so  expended  in  this  country,  where  the  soil  is  chiefly 
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devoted  to  the  production  of  food.  By  this  means, 
an  enlargement  or  contraction  of  the  circulation,  falls, 
through  the  medium  of  labour,  almost  immediately 
upon  the  price  of  corn  and  other  agricultural  produce, 
and  only  by  degrees,  upon  the  price  of  other  com- 
modities. 

When,  therefore,  an  importation  of  the  precious 
metals  takes  place,  a  rise  ought  to  be  immediately 
experienced  in  the  price  of  corn  and  other  agricul- 
tural produce,  and  a  fall,  when  they  are  exported. 
Now,  perhaps  the  largest  importation  of  precious 
metals  into  this  country  that  ever  occurred  at  one 
time,  took  place  in  the  years  1819-20-21-22,  during 
which  time  upwards  of  Twenty  MiUions  of  Bullion 
were  imported,  and  when,  of  course,  a  corresponding 
rise  in  the  price  of  agricultural  produce  should  have 
followed ;  or  at  least,  such  a  rise  as  would  have  pro- 
duced importations  of  corn  sufficient  to  have  main- 
tained the  additional  labour  requisite  to  supply  the 
excessive  foreign  demand  for  our  manufactures  then 
experienced ;  but  instead  of  this,  the  price  of  corn 
suffered  one  of  the  greatest  falls  that  ever  occurred 
in  the  same  space  of  time ;  the  average  price  faUing 
from  upwards  of  90^.  to  under  405.  per  quarter,  and 
all  foreign  corn  was  excluded. 

Most  persons,  at  the  time,  considered  this  fall  to 
have  been  produced  by  a  return  to  cash  payments,  fami- 
liarly called  "  Mr.  Peel's  Bill,"  or  by  over-production. 
It  arose  from  neither  cause.  It  was  the  result  of  an 
excessive  contraction  of  the  Country  Bank  circula- 
tion, produced  by  the  economy  of  the  country  and 


30 

the  supply  of  capital  at  the  time,  exceeding  the 
demand  for  it  at  the  rates  charged  by  the  Country 
Banks. 

The  year  1842  affords  a  similar  instance  of  the 
incorrect  working  of  our  system.  It  appears  by  the 
monthly  returns  of  the  circulation,  and  of  the  bullion 
in  the  Bank  of  England,  published  in  the  ''  Gazette," 
that  the  bulHon  in  the  Bank  between  November  1841 
and  November  1842,  had  increased  £5,689,000, 
which  shows  that  the  balance  of  payments  in  our 
favour  during  that  time,  had  probably  amounted  to 
that  sum.  Now  the  price  of  agricultural  produce 
ought,  in  consequence,  either  to  have  advanced,  or 
to  have  been  maintained  at  such  a  level  as  should 
have  brought  us  corn  instead  of  this  bullion.  Yet 
a  very  great  fall  in  the  price  of  corn  occurred.  The 
average  price  of  corn  in  November  1841,  was  QSs,  per 
quarter,  and  in  November  1842  it  was  48^.  per 
quarter,  about  which  price  it  has  since  then  remained, 
the  general  average  on  the  29th  of  December,  1843, 
being  505.  11^.,  notwithstanding  that  the  balance  of 
payments  in  our  favour,  has  continued  to  swell  the 
bullion  in  the  coffers  of  the  Bank  to  an  unprecedented 
extent. 

By  the  same  returns,  however,  we  find  that  instead 
of  the  Country  Bank  circulation  increasing,  it  was 
reduced  between  November  1841  and  November 
1842,  upwards  of  .£2,000,000,  from  which  it  has  not 
recovered. 

It  is  true  that  the  Bank  of  England  has  increased 
its  circulation,  to  as  great  an  extent  as  the  Country 
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Banks  have  reduced  theirs.  But  until  this  additional 
issue  shall  have  produced  an  increase  of  circulation  by 
the  Country  Banks,  which  it  may  eventually  do,  it 
cannot  affect  prices  generally,  the  increased  issues  of 
the  bank  being  confined  to  the  tills  of  the  London 
bankers,  as  we  shall  hereafter  explain. 

The  country  bankers,  indeed,  are  in  the  habit  of 
considering  that  it  is  not  their  circulation  that  affects 
prices,  but  that  prices  affect  their  circulation^ — that 
prices  rise  or  fall  first,  and  that  they  only  supply  the 
demand  which  the  country  has  for  money  necessary 
to  maintain   these   prices.     This,  however,  assumes 
that  prices  rise  or  fall  without  money,  which  could 
not  happen.     And,  at  all  events,  as  a  corresponding 
fluctuation  in  the  amount  of  the  money  in  circulation, 
is  necessary  to  sustain  the  fluctuation  in  the  prices, 
if  the  money  did  not  fluctuate,  neither  could  the  prices. 
It  is  said,  that  the  harvest  of  1842  was  unusually 
abundant,  and  this,  if  correct,  together  with  the  large 
amount   of  foreign   corn    entered   for   consumption, 
may  have  had  some  effect  in  reducing  the  price.     But 
it  cannot  be  doubted  for  a  moment,  that  if  the  circu- 
lation had  not  contracted,  the  price  of  corn  would 
not  have  fallen  to  any  such  extent ;    while  if  the 
bullion  imported  had  been  put  into  general  circula- 
tion, instead  of  being  buried  in   the  coffers  of  the 
Bank,  the  price  of  corn  would  have  risen  rather  than 
have  fallen,  and  that  we  should  have  been  receiving 
considerable   supplies   of  it  from  abroad,  up  to  the 
present  time;    chiefly  paid  for,   in  all  human  pro- 
babihty,  by  a  still  further  demand  for  our  manufac- 
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tures ;  for  the  tendency  of  every  supply  of  food  is  to 
create  a  demand  equal  to  its  own  consumption. 

We  think  it,  indeed,  probable,  that  as  our  knowledge 
of  the  subject  increases,  it  will  be  found  that  corn  is 
much  less  hable  to  fluctuation  in  price  from  the  state 
of  the  supply,  than  has  hitherto  been  supposed.  It 
is  certain  that  the  effect  of  a  bad  harvest,  by  reducing 
income,  is  to  throw  labour  out  of  employment ; 
and  in  doing  so,  the  monetary  demand  for  it  will  be 
diminished  in  a  corresponding  degree,  and  the  prices 
of  corn  kept  from  rising.  On  the  other  hand,  a  good 
harvest,  by  increasing  the  income  of  the  country, 
and  the  monetary  demand  for  labour,  must  have  a 
tendency  to  increase  the  monetary  demand  for  corn, 
and  to  keep  it  from  falling.  Thus  limiting  the  effect 
which  the  supply  would  otherwise  have  upon  the  price. 

This  increases  the  probability  that  almost  all  the 
great  fluctuations  that  have  occurred  in  the  price  of 
corn  were  produced  by  the  currency,  and  that  a 
steady  currency  would  materially  help  to  produce 
steady  prices.  It  is  certain  that  the  last  great  fall, 
which  occurred  in  the  year  1835,  did  not  proceed 
from  any  excess  of  supply ;  for  by  the  returns  of  the 
quantity  brought  to  150  of  the  principal  markets  of 
the  Kingdom,  made  to  the  Inspector  of  Corn  Returns, 
it  appears  that  there  was  no  increase  of  supply : — 

Quarters  Price 

Year.  Quarters.  Foreign  Corn.  Total.  per  Quarter. 

1834  ..  3,768,602  ..  176,321  ..  3,944,923  ..  46^.2^. 

1835  ..  3,927,620  ..  66,905  ..  3,994,525  . .  39  4 

1836  ..  4,393,025  ..  241,742  ..  4,634,767  . .  48  6 
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These  returns  thus  show,  that  the  supply,  within  a 
fraction,  was  the  same  in  1835  as  in  1834,  and  that 
the  difference  in  price  between  these  two  years,  could 
not  have  been  produced  by  the  supply :  whereas,  in 
1836,  when  the  price  rose  considerably,  the  supply 
was  very  much  greater  than  before,  clearly  proving 
that  scarcity  had  nothing  to  do  with  it. 

By  the  foregoing  observations,  we  have  thus  seen, 
that  the  bankers  throughout  the  country,  in  con- 
sequence of  issuing  their  own  notes  as  a  matter  of 
commercial  speculation,  purchase  up  the  bullion  as  it 
comes  into  the  country,  and  detain  it  in  London. 

That  they  do  not  correctly  supply  the  place  of  this 
bullion  by  issuing  their  own  notes  in  its  stead. 

But,  that  they  do  enlarge  their  issues  when  they 
ought  to  contract  them,  and  contract  their  issues 
when  they  ought  to  enlarge  them,  under  the  influence 
of  the  operations  of  capital,  or  the  supply  and  demand 
for  the  savings  of  income  acting  upon  their  issues,  a 
cause  which  ought  never  to  affect  the  amount  of 
money  in  circulation. 

And,  that  the  consequence  of  this  is,  that  prices  rise 
when  they  ought  to  fall,  and  fall  when  they  ought  to 
rise,  suffering  great  fluctuations  that  they  would  not 
otherwise  experience,  and  thereby  destroying  that 
equilibrium  in  our  foreign  trade,  which  is  necessary  to 
equalize  the  demand  for  commodities  and  labour, 
both  in  this  and  the  nations  that  trade  with  us. 

Having  thus  considered  the  operations  of  our  sys- 
tem of  currency,  as  regards  the  general  circulation 
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and  prices  of  the  country,  and  our  foreign  trade  as 
influenced  by  those  prices,  we  now  come  to  the  effect 
produced  by  the  bankers  detaining  the  bullion  in 
London,  which  brings  us  to  the  third  head  of  our 
enquiry. 


3rdly.— THE  NATURE  AND  CHARACTER  OF 
THE  LONDON  MONEY  MARKET,  AND 
THE  MANNER  IN  WHICH  THE  EX- 
CHANGES ACT  UPON  IT,  PRODUCING 
THOSE  COMMERCIAL  CONVULSIONS, 
FROM  THE  EFFECT  OF  WHICH  WE 
ARE    NOW    SUFFERING. 

Money  received  from  abroad,  in  payment  for  com- 
modities exported,  adds  nothing  more  to  the  capital 
of  the  party  receiving  it,  than  a  sale  of  goods  at  home. 
He  has  sold  his  goods  for  money,  and  with  this  money 
he  must  go  to  market,  and  employ  it  in  replacing  the 
stock  of  goods  he  has  sold.  His  surplus  capital  would 
not  be  increased  by  the  transaction,  beyond  any  profit 
the  transaction  might  yield,  and  which,  nine  times  out 
of  ten,  he  would  require  for  his  own  support  and  ex- 
penditure; and  he  would  not  in  consequence:  have 
money  to  lend  to  others  which  he  had  not  before. 
On  the  other  hand,  money  exported  being  a  payment 
out  of  the  regular  income  of  individuals,  for  foreign 
commodities  consumed  by  them,  and  not  out  of 
capital  or  income  saved,  would  not  in  any  way  dimi- 
nish the  amount  of  money  which  persons  might  have 
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to  lend.  The  money  market,  or  the  market  for  the 
savings  of  income,  would  in  no  wise  be  affected  by 
these  transactions.  So  that  an  importation  or  expor- 
tation of  money  in  a  balance  of  payments,  though  it 
ought  to  affect  the  general  prices  of  the  country, 
would  not,  under  ordinary  circumstances,  produce 
any  effect  whatever  upon  the  value  of  capital. 

But  with  our  system  of  currency  it  produces  a  great 
effect.  The  bullion  received  from  abroad,  being  pur- 
chased up  by  the  country  bankers,  is  not  only  put 
into  circulation  in  London  where  it  has  no  business 
to  be  at  all,  but  this  is  done  by  its  being  lent  out  at 
interest,  as  if  it  were  money  saved  out  of  income. 
When,  therefore,  there  is  a  balance  of  payments  in 
our  favour,  money  or  capital  becomes  exceedingly 
plentiful  in  London,  and  is  lent  on  very  low  terms. 
Now,  money  is  never  borrowed  except  for  the  pur- 
pose of  being  expended  in  one  way  or  another,  and  at 
such  periods  every  possible  temptation  is  held  out,  by 
this  abundance  of  money  so  easily  obtained,  to  induce 
parties  to  increase  their  stock,  extend  their  trade,  and 
embark  in  new  speculations  by  which  to  employ  it. 

On  the  contrary,  when  the  balance  of  payments  is 
against  us,  the  very  reverse  of  this  operation  takes 
place.  The  money,  which  has  been  lent  and  ex- 
pended, is  required  to  be  sent  abroad,  or  to  furnish 
the  means  by  which  to  obtain  bullion  for  that  pur- 
pose; and  the  parties  who  have  borrowed  it,  are 
called  upon  to  repay  it,  without  having  the  power  of 
doing  so  by  any  other  process  than  that  of  reducing 
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their  stocks  ;  curtailing,  at  a  great  sacrifice,  the  trade 
which  they  had  been  induced  to  extend ;  and  sus- 
pending those  undertakings  in  which  they  had  been 
tempted  to  embark ;  and  by  which,  of  course,  labour 
is  thrown  out  of  employment. 

These  effects  of  the  exchanges,  are  likewise  very 
much  increased,  by  the  expansive  and  contractive 
character  of  the  London  circulation,  upon  which  they 
act,  and  which  it  is  necessary  to  explain. 

The  money  in  the  money  market  of  London,  con- 
sists of  money  deposited  with  the  London  bankers  for 
safe  custody,  by  individuals  or  companies,  to  be  drawn 
out  by  them  at  pleasure,  for  their  own  private  use  and 
convenience. 

The  income  of  a  nation,  as  we  have  already  stated, 
must  be  annually  consumed  as  well  as  produced. 
Money  is  an  important  agent  in  promoting  its  pro- 
duction and  consumption.  And  it  is  not  only  neces- 
sary for  merchants,  manufacturers,  traders,  agricultu- 
rists and  others,  who  are  engaged  in  facilitating  the 
production  and  consumption  of  the  national  income, 
to  have  a  stock  of  goods  on  hand  to  assist  their  ope- 
rations, but,  also,  that  they  should  have  a  stock  of 
money  for  the  same  purpose.  No  person  can  carry 
on  his  trade,  at  least  with  comfort  and  convenience, 
who  does  not  possess  a  supply  of  cash,  both  for  his 
current  and  for  his  occasional  demands.  The  same 
observation  will  apply  to  individuals  with  stated  in- 
comes.    Their  incomes  are  paid  them,  say,  twice  a 
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year,  whereas  their  expenditure  takes  place  daily,  and 
they  must,  for  the  most  part,  have  money  by  them, 
from  which  to  draw  the  expenditure  as  it  occurs.  So 
that  all  classes  require  a  stock  of  ready  money,  to 
enable  them  to  equalize  the  production  and  consump- 
tion of  their  own  and  the  national  income.  The 
amount  of  this  stock  varies  with  different  individuals, 
but  probably  would  not,  in  the  natural  order  of  things 
be  subject  to  any  great  and  sudden  variations  in  the 
aggregate. 

It  is  true  that  the  interest  of  money  may  be  subject 
to  considerable  changes ;  but  this  depends  on  the 
supply  and  demand  for  it  within  the  year.  What  per- 
sons save  out  of  the  profits  of  their  trade  or  their  in- 
comes, must  be  spent  within  the  year,  and  is  lent  to 
others  for  that  purpose.  And  if  there  is  no  demand 
for  it  at  one  rate  of  interest  it  will  be  lent  at  another, 
so  that  a  small  amount  for  which  there  is  no  demand, 
may  greatly  affect  the  rate  of  interest ;  but  the  actual 
stock  of  ready  money  required  by  each  person  or 
trader  for  his  private  use  and  convenience,  is  not 
materially  affected  by  the  alterations  which  may  take 
place  in  the  rate  of  interest.  If  ,£500  be  a  sufficient 
stock  when  money  is  scarce,  more  will  not  be  neces- 
sary when  money  is  plentiful.  The  money  in  the 
money  market  of  London  is,  therefore,  a  stock  of 
money  for  business  and  domestic  purposes,  deposited 
by  companies  and  individuals  with  the  bankers  of 
London  for  safe  custody,  to  be  drawn  out  by  them  at 
pleasure. 
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There  are  about  70  banks  in  London,  and  if,  inclu- 
ding the  Bank  of  England,  we  allow  the  deposits  of 
each  bank  to  amount  on  the  average  to  £500,000, 
the  money  in  the  money  market  will  amount  to  about 
£35,000,000.  Now  this  sum  is  not  naturally  liable 
to  great  variations.  If  the  ordinary  balance  kept  by 
one  individual  with  his  banker  were  c£1000,  and  he 
were  compelled  to  reduce  it  to  £500,  the  money  thus 
withdrawn  from  his  account  would  be  paid  by  him  to 
other  parties,  who  would  pay  it  into  their  account 
with  their  bankers,  so  that  what  was  taken  out  of  one 
bank  would  be  placed  with  another.  The  bankers,  there- 
fore, find  that  the  aggregate  of  the  balances  deposited 
with  them  are  not  materially  affected  by  the  fluc- 
tuations in  the  accounts  of  individuals.  Bankers  may 
differ  in  the  amounts  they  hold,  yet,  upon  the  average, 
they  certainly  do  not  keep  more  in  their  tills,  for  the 
purpose  of  paying  the  cheques  drawn  upon  them, 
than  about  one-fifth  of  their  deposits — this  we  appre- 
hend to  be  the  outside ;  and  the  remaining  four-fifths, 
is  lent  out  by  them  at  interest  on  Bills  of  Exchange, 
Exchequer  Bills,  and  other  securities  paying  interest. 
If,  therefore,  the  deposits  in  the  hands  of  the  bankers 
amount  to  £35,000,000,  the  actual  cash  in  their  pos- 
session will  not  exceed  £7,000,000,  and  this  would  be 
all  the  cash  in  the  Money  Market  of  London  ;  but  the 
thirty-five  millions  of  money,  nevertheless,  answers 
the  purpose  of  the  individuals  who  have  deposited  it 
with  the  bankers,  as  completely  as  if  it  existed  in  the 
form  of  bank  notes  or  gold.     For  instance,  if  we  de^ 


39 


posit  one  hundred  pounds  with  a  bank  which  issues 
notes,  when  we  draw  it  out  again,  the  banker  does 
not  give  us  the  money  we  deposited  with  him,  what- 
ever it  may  have  been,  but  gives  us  his  own  notes  in- 
stead, promising  to  pay  the  money  when  demanded. 
These  promissory  notes  another  person  will  receive  as 
money  from  us,  the  same  as  if  we  had  given  him  gold 
and  silver.  In  giving  him  these  notes,  we  transfer  to 
him  the  deposit  of  one  hundred  pounds  originally 
made  with  the  banker,  and  still  remaining  in  his 
hands ;  and  the  banker  becomes  indebted  to  him  as 
the  holder  of  his  notes,  one  hundred  pounds,  instead 
of  to  us.  Now,  if  this  person  had  an  account 
with  the  same  banker,  and  instead  of  one  hundred 
pounds  of  the  banker's  notes,  we  had  given  him  a 
cheque  for  one  hundred  pounds,  precisely  the  same 
purpose  would  have  been  answered.  The  banker 
would  charge  our  account  with  one  hundred  pounds, 
and  give  his  account  credit  for  that  sum  ;  but  instead 
of  holding  the  money  in  bank  notes,  which  gave  him 
a  command  of  the  deposit  in  the  hands  of  the  banker 
that  the  notes  represented,  he  would  hold  it  in  a  de- 
posit at  the  credit  of  his  own  account,  which  he  could 
either  draw  out  in  notes,  or  pay  over  to  any  other 
person,  by  cheque,  in  the  same  manner.  Thus  a 
transferable  deposit  and  a  bank  note  are  equally 
money.  And  though  the  London  bankers  do  not 
issue  their  own  notes,  the  money  deposited  with  them 
renders  them,  in  fact,  the  greatest  banks  of  circulation 
in  the  kingdom  :  they  performing  the  same  functions 
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in  London  as  are  performed  in  Amsterdam  and  Ham- 
burgh^ by  the  State  Banks  of  those  places. 

Smithy  in  his  "  Wealth  of  Nations,''  in  reference  to 
the  former  of  these  banks,  states  that  "  In  order  to 
remedy  certain  inconveniencies  relative  to  the  coinage, 
a  bank  was  established  in  1609,  under  the  guarantee 
of  the  city  of  Amsterdam.  This  bank  received  both 
foreign  coin  and  the  light  worn  coin  of  the  country, 
at  its  real  intrinsic  value  in  the  good  standard  money 
of  the  country,  deducting  only  so  much  as  was 
necessary  for  defraying  the  expense  of  coinage  and 
other  necessary  expenses  of  management.  This  credit 
was  called  bank  money.  It  was  at  the  same  time 
enacted  that  all  bills  drawn  upon  or  negotiated  at 
Amsterdam,  of  the  value  of  600  guilders  (£50)  and 
upwards,  should  be  paid  in  bank  money.  Every 
merchant,  in  consequence  of  this  regulation,  was 
obliged  to  keep  an  account  with  the  bank,  in  order  to 
pay  his  foreign  bills  of  exchange.  The  bank  professes 
to  lend  out  no  part  of  what  is  deposited  with  it ;  but 
for  every  guilder  for  which  it  gives  credit  in  its  books, 
to  keep  in  its  repositories  the  value  of  a  guilder  either 
in  money  or  bullion."  Thus,  the  money  in  the 
money  market  of  Amsterdam,  and  the  same  at  Ham- 
burgh, is  kept  in  one  store-house  or  bank,  by  the 
state,  on  account  of  the  individuals  who  own  it,  the 
bank  transferring  it  from  one  account  to  another,  as 
directed  by  the  cheque  or  order  of  these  individuals. 
Persons  may  at  any  time  draw  their  money  out  of 
the  bank  in  coin  if  they  please,  as  well  as  put  it  in ; 
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but  in  transferring  it  by  cheque  from  one  account  to 
another,  money  is  paid  as  much  as  by  an  actual  pay- 
ment in  gold  or  bank  notes. 

The  difference  between  banking  in  Amsterdam  and 
London  is,  first,  that  the  London  bankers  do  not  keep 
in  their  coffers  all  the  money  deposited  with  them, 
and  next,  that  there  are  seventy  banks  in  London,  to 
do  what  is  performed  by  one  in  Amsterdam. 

Smith  observes,  "  That  in  1672,  when  the  French 
king  invaded  Holland,  and  was  at  Utrecht,  and 
the  owners  of  bank  money  were  eager  to  draw  it 
out  of  the  bank,  to  have  it  in  their  own  keeping,  the 
bank  of  Amsterdam  paid  so  readily,  as  left  no  doubt 
of  the  fidelity  with  which  it  had  observed  its  engage- 
ments to  keep  the  money  deposited  with  it.  Some  of 
the  pieces  which  were  then  brought  from  its  repo- 
sitories appeared  to  have  been  scorched  with  the  fire 
which  happened  in  the  Town  House,  soon  after  the 
bank  was  established,  those  pieces,  therefore,  must 
have  lain  there  from  that  time." 

The  London  bankers  have,  however,  discovered 
that  there  is  no  advantage,  at  least  to  themselves,  in 
thus  keeping  money  laying  idle  in  their  vaults,  to  be 
called  for  only  during  an  invasion.  They,  on  the 
contrary,  find  that  one-fifth  of  the  amount,  if  not  a 
smaller  proportion,  is  sufficient  to  meet  all  the  de- 
mands upon  them  for  cash  which  they  are  likely  to  ex- 
perience under  ordinary  circumstances  ;  that  the  other 
four-fifths  may  be  lent  out  upon  securities  bearing 
interest ;  and  that  their  credit,  and  the  integrity  of 
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their  bank  money,  may  be  as  effectually  preserved  by 
this  arrangement,  for  the  practical  purpose  of  making 
payments,  as  if  the  whole  money  deposited  with  them, 
remained  in  their  coffers. 

Neither  does  the  multiplicity  of  banks,  render  the 
bank  money  less  practically  useful  than  in  Amster- 
dam or  Hamburgh,  where  there  is  but  one  bank. 
The  transfer  of  money  from  one  account  to  another 
takes  place  with  equal  facility,  although  the  accounts 
be  kept  at  different  banks.  For  instance,  if  one  com- 
mercial house  gives  a  cheque  to  another  for  <£  10,000, 
the  two  houses  keeping  their  accounts  with  different 
banks,  the  bank  upon  which  the  cheque  is  drawn,  and 
whose  deposits  may  thus  be  reduced  £10,000,  would 
in  strictness  have  only  ,£2,000  in  cash,  to  pay  this 
cheque  with,  the  practice  of  the  bank  being  to  keep 
one-fifth  of  its  deposits  in  cash,  and  four-fifths  in 
securities.  It  would,  therefore,  have  to  part  with 
£8,000  worth  of  its  securities  for  cash,  in  addition  to 
the  £2,000  it  held  in  cash,  to  meet  the  payment  of 
this  cheque.  This  it  would  do  the  day  after  paying 
the  cheque,  when  it  found  the  cash  in  its  till  £8,000 
below  the  just  proportion  it  ought  to  bear  to  its  re- 
maining deposits.  The  bank,  on  the  other  hand 
receiving  the  cheque,  would  find  the  next  day  that  it 
had  £8,000  more  cash  than  it  required,  and  it  would 
advance  this  sum  upon  securities.  So  that  the  bank 
paying  the  cheque  would  part  with  £2,000  in  cash, 
and  £8,000  in  securities,  and  the  bank  receiving  it 
would  obtain  the  £2,000  in  cash,  and  £8,000  in 
securities. 
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The  bankers  of  London  balance  daily,  charging 
each  other  with  the  different  bills  and  cheques  they 
have  respectively  to  receive,  and  receiving  the  balance 
in  Bank  of  England  notes,  or  a  cheque  upon  the 
Bank  of  England,  with  which  each  banker  keeps  an 
account ;  and  on  the  following  day  they  each  adjust 
the  due  proportion  between  their  cash  and  securities, 
either  by  advancing  or  withdrawing  money  upon  the 
latter,  as  the  case  may  be.  So  that  in  reality,  there 
is  no  more  practical  difficulty  in  making  transfers 
from  one  account  to  another  in  London,  where  there 
is  such  a  multiplicity  of  banks,  than  in  Amsterdam  or 
Hamburgh,  where  there  is  only  one. 

Although  the  bank  money  of  London  and  the  bank 
money  of  Amsterdam  and  Hamburgh,  are  of  the  same 
value — that  is,  of  the  value  of  the  gold  and  silver  they 
represent — yet  there  is  one  great  and  important 
difference  between  them  :  viz.  that  the  bank  money 
of  London,  being  based  upon  so  small  an  amount  of 
cash,  is  liable  to  fluctuations  to  which  the  bank 
money  of  Amsterdam  and  Hamburgh  is  not.  As  the 
bank  money  of  London  is  based  upon  not  more  than 
one-fifth  of  cash,  and  as  securities  for  the  other 
four-fifths  may  almost  always  be  obtained,  the  bankers 
are  enabled  upon  a  deposit  of  any  sum  in  gold  or 
Bank  of  England  notes,  to  create  five  times  its 
amount  in  bank  money ;  and  this  they  do.  Suppose, 
for  instance,  that  each  bank  has  the  due  proportion 
between  its  cash,  securities,  and  deposits,  rightly 
adjusted,  and  that  a  person  should  obtain  from,  say. 
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the  Bank  of  England,  or  from  abroad,  the  sum  of 
£10,000  in  bank  notes  or  gold,  in  addition  to  the 
money  previously  held  by  the  bankers,  and  that  he 
deposited  it  with  his  banker  ;  his  banker  would  find 
his  deposits  increased  .£10,000,  and  the  cash  in  his 
till  increased  £1 0,000.  But  the  increase  of  £10,000 
in  his  deposits  would  render  necessary  no  more  than 
£2,000  increase  in  the  stock  of  money  in  his  till. 
He  would,  therefore,  have  £8,000  in  cash,  to  purchase 
or  lend  out  on  securities.  This  he  would  generally 
do  through  a  bill  broker,  or  by  purchasing  govern- 
ment securities,  and  the  person  obtaining  the  money 
would  place  it  with  his  banker,  who  would  find  his 
deposits  increased  £8,000,  and  the  cash  in  his  till 
increased  £8,000  likewise ;  and  he,  in  his  turn,  would 
purchase  securities  with  or  lend  out  £6,400,  being 
four-fifths  of  this  £8,000.  The  banker  with  whom 
this  £6,400  was  deposited,  would  in  his  turn,  do  the 
same,  and  so  it  would  go  on  from  bank  to  bank,  until 
the  £10,000  in  cash  had  gathered  to  itself  £40,000  in 
securities,  and  had  added  £50,000  to  the  bank  money 
or  circulation  of  London. 

The  reverse  of  this  operation  would  take  place  if 
£10,000  were  drawn  out  of  the  tills  of  the  bankers. 
The  first  banker,  for  instance,  would  find  his  de- 
posits reduced  £10,000,  and  the  cash  in  his  till 
reduced  £10,000.  He  having  previously  had  only 
£2,000  in  his  till  to  meet  the  payment  of  this 
£10,000  with,  would  have  to  withdraw  £8,000,  lent 
on  securities,  to  make  up  the  deficiency  created  by 
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the  withdrawal  of  the  whole  .£10,000  in  cash.  The 
party  who  was  obliged  to  pay  him  the  <£8,000  (the 
transaction,  for  the  most  part,  taking  place  through 
the  agency  of  brokers)  would  give  him  a  cheque 
upon  some  other  banker  for  the  money,  who  would 
have  to  pay  the  cheque  in  notes.  This  would  in 
like  manner  reduce  his  deposits  £8,000,  and  the  cash 
in  his  till  <£6,400  below  its  proper  level.  He  would, 
in  his  turn,  have  to  withdraw  £6,400,  lent  on  secu- 
rities, and  so  it  would  go  on  from  bank  to  bank, 
until  the  repayment  of  £40,000  advanced  upon 
securities  was  received,  and  £50,000  of  bank  money 
was  cancelled. 

The  effect  of  this  expansion  and  contraction  of 
bank  money,  would  be  the  same  as  if  an  equal 
amount  of  gold  and  silver  were  first  added  to  the 
circulation  and  then  withdrawn  from  it.  The  money, 
when  created  by  being  lent,  would  be  borrowed  for 
the  purpose  of  being  expended  in  the  purchase  of 
goods,  or  in  the  employment  of  labour ;  and  when 
cancelled,  could  only  be  obtained  for  this  purpose 
by  a  sale  of  goods,  or  by  a  diminution  of  expenditure, 
by  which  labour  would  be  thrown  out  of  employ- 
ment. 

Money  imported,  'comes,  as  we  have  seen,  into  the 
hands  of  the  bankers  throughout  the  country,  and  is 
by  them  lent  out  at  interest  in  London  ;  and  as  the 
balances  of  payment  in  our  favour  sometimes  amount 
to  ten  milHons,  and  are  against  us  at  other  periods  to 
an  equal  amount,  the  cash  in  the  Money  Market  of 
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London,  would  suffer  a  fluctuation  to  five  times  this 
extent.  That  is.  Fifty  Millions  of  money  would  be 
created  at  one  time,  and  destroyed  at  another.  But 
these  extremes  are  prevented  by 


THE  OPERATIONS  OF  THE  BANK  OF 
ENGLAND. 

The  ballion  imported  into  London,  is  not  coined  at 
the  Mint  into  English  money,  and  put  into  circula- 
tion by  the  parties  holding  it,  but  is  sold  to  the 
Bank  of  England  for  its  notes.  The  government 
makes  no  charge  for  coinage,  but  the  bullion  is 
detained  for  some  months  at  the  Mint,  until  the 
operation  of  coining  it  into  money  is  performed ; 
whereas,  the  Bank  of  England  gives,  within  a  small 
fraction,  the  full  value  for  bullion  at  once.  So  that 
bullion  is  sold  to  the  Bank  of  England  immediately 
on  its  importation,  and  is  necessarily  obtained  from 
the  Bank  of  England,  in  exchange  for  its  notes, 
when  it  is  required  for  exportation.  The  con- 
sequence is,  that  whatever  enlargement  and  contrac- 
tion of  the  London  circulation  is  produced  by  the 
influx  and  reflux  of  bullion,  is  represented  by  the 
notes  of  the  Bank  of  England. 

This  gives  the  Directors  of  that  establishment,  the 
power  of  mitigating  the  effect  which  the  exchanges 
would  otherwise  produce.  They  find  by  experience, 
that  a  reduction  of  issues  to  the  extent  of  one  or  two 
millions,  at  one  time,  much  less  of  ten,  is  productive 
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of  the  most  lamentable  consequences  to  the  country, 
and  they  are  compelled  to  limit  the  fluctuations  in 
their  issues  accordingly.  No  harm,  of  course,  re- 
sults from  an  abundance  of  money.  When  it  can 
be  obtained  at  a  cheap  rate,  it  encourages  specula- 
tion, speculation  gives  rise  to  expenditure,  expendi- 
ture to  income,  and  income  spent,  reproduces  income  ; 
and  thus  a  general  promotion  of  industry  and  a 
creation  of  prosperity  and  wealth  take  place  through- 
out the  land  :  and  this  result  eventually  follows  an 
enlargement  of  issues  by  the  Bank  of  England.  It 
is  by  the  withdrawal  of  the  circulation  that  evil  is 
produced;  for  then,  the  very  reverse  of  all  this  is 
experienced  :  traders  are  compelled  to  reduce  their 
stock  of  goods  and  order  no  more,  enterprize  is 
suspended,  labour  thrown  out  of  employment,  and 
distress  rendered  permanent  by  the  destruction  of 
income  consequent  thereupon.  It,  therefore,  becomes 
necessary  for  the  Bank  not  to  enlarge  its  issues, 
beyond  the  extent  to  which  it  can  contract  them 
without  thus  stopping  the  whole  trade  of  the  country. 
The  principle,  indeed,  laid  down  for  the  govern- 
ment of  the  Bank,  by  the  Bullion  Committee,  and  all 
subsequent  Committees  upon  the  subject  of  the 
currency,  down  to  the  last  report,  made  by  a  Com- 
mittee in  1841,  is,  that  the  Bank  is  to  enlarge 
and  contract  its  issues  to  the  full  extent  of  the  gold 
and  silver  imported  and  exported ;  and  the  Bank 
Directors  profess  to  act  upon  this  principle.  But 
the  ruin  that  they  have  brought  upon  the  country,  by 
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attempting  to  do  so  during  an  adverse  exchange,  has 
always  stopped   their   proceedings ;    and   they   have 
been  compelled,  w^ithout  understanding  w^hy,  not  to 
act  upon  the  principles  they  profess.     They  are  con- 
sequently  placed   in  a   very  avs^kward   predicament. 
All  the  philosophers  and  statesmen  who  have  written 
upon  the  subject,  have  contended  that  the  circulation 
of  the  Bank  ought  to  fluctuate  with  the  exchanges,  to 
the  full  extent  of  the  gold  and  silver  imported  and 
exported ;   and  if  the  Bank  Directors  did  not  profess 
this  theory,  they  might  run  the  risk  of  having  their 
charter  taken  from   them  from  "ignorance  of  prin- 
ciple," and  unfitness  to   administer  a  trust  of  such 
importance.     On  the  other  hand,  the  most  limited 
attempt  to  carry  out  the  principles  they  profess,  pro- 
duces general  distress,  and  renders  them  unpopular 
with  the  country.     Whatever,  therefore,  they  may 
say  upon  the  subject,  to  please  the  Parliament  and 
the  philosophers,  they  are  in  practice  compelled  to 
protect  the  Money  Market,  from,  at  least,  the  extreme 
effects  that  the  exchanges  under  the  present  system 
would  otherwise  produce  upon  it.     And  this  they  do, 
by  virtually  purchasing  the  bullion  on  its  importation, 
with  exchequer  bills,  and  selling  it  on  its  exportation 
for  exchequer  bills  and  other  securities,  instead   of 
their  notes.     When  buUion  is  sold  to  them  for  their 
notes,  they  send  an   equal  value  of  exchequer  bills 
into  the  market,  and  purchase  the  notes  back  again. 
By  this  means  they  increase  their  stock  of  bullion, 
and  diminish  their  stock  of  exchequer  bills  without 
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their  circulation  being  increased.  The  country  banker, 
on  whose  behalf  the  bullion  was  sold  to  the  Bank  of 
England,  gains  possession  of  the  Exchequer  Bills,  or 
an  equivalent  for  them,  and  gains,  at  the  expense  of 
the  Bank  of  England,  the  same  advantage  as  if  the 
bullion  had  actually  been  coined  and  put  into  cir- 
culation. On  the  other  hand,  the  reverse  of  this 
operation  occurs  during  an  exportation  of  bullion. 
The  country  banker  must  part  with  his  securities,  in 
order  to  obtain  the  Bank  of  England  notes,  with 
which  to  purchase  the  buUion  of  the  Bank ;  and  the 
Bank  sends  its  notes  into  the  market  and  repurchases 
the  Exchequer  Bills. 

This   operation,   however,    does    not    produce   so 
great  an  effect  on  the  amount  of  securities  held  by 
the  Bank  of  England,  as  might  have  been  supposed. 
Although   the  Bank   of  England  does  not  increase 
and    diminish   its    note    circulation  beyond   a  very 
limited  extent,  the  effect  is,  nevertheless,  very  great, 
upon  the  practical  or  deposit  circulation  of  London, 
which  is  increased  and   diminished   to  at  least  five 
times  the   amount;    and   by   the  operations  of  the 
public,  or  rather  by  the   bankers   of  London,   the 
Bank  of  England  obtains  the  benefit  of  a  considerable 
portion  of  this  increase  of  circulation,  when  it  occurs. 
All  the  private  bankers,  as   before  stated,  keep  an 
account  with  the  Bank  of  England,  with  which  they 
place  for  safe  custody,  any  money  they  may  possess 
beyond  what  is  requisite  for  their  daily  operations. 
They  will  also,  generally  speaking,  not  lend  money 
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under  a  given  rate  of  interest,  say  1|  per  cent. ;  they 
will  rather  not  lend  it  at  all :  and  consequently,  when 
a  large  sum  of  money  is  thrown  into  their  hands  (by 
an  increase  of  issues  on  the  part  of  the  Bank)  which 
they  cannot  employ,  a  great  portion  of  it  is  deposited 
by  them  in  the  Bank  of  England.  So  that  an  increase 
of  issues  by  the  Bank,  produces  such  a  large  increase 
in  its  deposits,  as  to  enable  it  to  purchase  up  the 
bullion  in  a  favourable  state  of  the  exchanges  to  a 
great  extent,  by  means  of  this  increase  of  deposits, 
without  being  compelled  to  part  with  so  large  an 
amount  of  its  Exchequer  Bills  as  would  otherwise  be 
necessary.  On  the  contrary,  when  an  adverse  ex- 
change occurs,  and  it  reduces  its  issues,  the  advantage 
it  would  otherwise  get  by  the  sale  of  the  bullion  is 
counteracted  by  the  decrease  in  its  deposits — the 
destruction  of  bank  money  and  loss  of  deposits, 
always  falling,  in  the  first  instance,  upon  the  Bank  of 
England. 

Although  the  Bank  of  England  does  not  increase 
and  diminish  its  issues  of  notes  upon  bullion,  according 
to  the  principles  by  which  it  professes  to  be  governed, 
yet,  acting  against  their  own  principles,  the  Directors 
have,  for  the  most  part,  carried  contraction  as  far  as 
it  was  possible.  In  1824-5  they  contracted  their 
issues  in  the  space  of  twelve  months  to  the  amount 
of  about  Three  Millions,  and  the  country  was  within 
forty-eight  hours  of  a  universal  stoppage  of  payments  : 
which  was,  indeed,  only  averted  by  the  Bank  re- 
issuing, in    two  or  three   days,  notes  to  more  than 
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twice  the  extent  of  this  contraction  ;  and  it  has  never 
since  contracted  its  issues  to  so  great  an  extent,  in  so 
short  a  time. 

A  contraction  to  half  that  amount,  appears  to  be 
as   great   as   can   be   attempted  with  any  degree  of 
safety.       The   pressure   of    1839    was   produced   by 
a  contraction  of  probably  not  much  more  than  one 
million.     It  commenced  and  was  most  severely  felt 
between  July  and  October  of  that  year.     Now  the 
extreme  contraction,  between  July  and  October,  was 
about    two    millions.      On    16th   July, 
1 839,  the  London  issues  of  the  Bank  of 
England  (leaving  out  its  country  circu- 
lation, which  is  governed  by  the  same 
principles  as  that  of  the  country  banks, 
and  is  not  immediately  affected  by  these 
fluctuations)  was £14,675,000 

24th  of  September,  1839,  it  was         .     12,619,000 


Making  a  reduction  of  .  .  .  2,056,000 
But  the  issues  of  the  bank  are  always  considerably 
increased,  after  the  payment  of  the  July  dividends, 
the  chief  part  of  which  increase,  is  generally  returned 
upon  the  Bank  before  the  payment  of  the  next 
quarter's  dividends  in  October,  without  producing 
any  monetary  inconvenience ;  the  London  bankers, 
no  doubt,  accommodating  their  business  to  thi<5 
periodical  fluctuation.  Now  this  periodical  con- 
traction is  included  in  the  two  millions  above-stated, 
and  must  be  deducted  from  it  in  order  to  give  the 
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real  contraction  which  took  place.  And  this  being 
done,  the  real  contraction,  it  is  apprehended,  would 
probably  not  exceed  twelve  or  thirteen  hundred 
thousand  pounds. 

The  pressure  of  1839  was,  however,  very  severe, 
and  we  have  some  data  for  supposing  that  the 
destruction  of  Bank  money  or  deposits,  was  very 
considerable.  By  the  pubhshed  accounts  of  the 
Bank  of  England,  it  appears  that  the  deposits  of 
private  individuals,  whose  deposits  form  the  Bank 
money  of  London,  were 

July  30th,  1839         ....    £3,382,000 
October  1st 2,072,000 


Making  a  total  reduction  of  £1,310,000 

about  40  per  Cent. 

Assuming  the  deposits,  or  Bank  money  of  London, 
to  amount  to  £35,000,000,  as  has  been  before  esti- 
mated, and  assuming  this  reduction  to  be  a  criterion 
for  that  of  other  banks,  it  would  make  the  total 
destruction  of  Bank  money  at  that  period,  about 
£14,000,000.  But,  as  we  have  seen,  the  private 
deposits  of  the  Bank  of  England,  in  which  are  in- 
cluded those  of  the  bankers,  always  suffer  first,  and 
they  cannot  of  course  be  taken  as  a  rule  for  other 
banks  ;  although  from  the  previous  scarcity  of  money, 
it  is  probable  that  at  this  time  the  private  bankers 
of  London  had  but  little  surplus  money  in  the  hands 
of  the  Bank  of  England. 

''  The    London    Joint     Stock     Bank,"    however, 
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published  the  amount  of  its  deposits  at  this  period, 
in  its  half  yearly  reports,  from  which  we  are  enabled 
to  form  a  better  estimate  of  the  destruction  of  Bank 
money  which  must  have  occurred.  From  these  re- 
ports it  appears,  that  on 

May  20th,  1839,  its  deposits  were  £1,290,957  15  0 
Dec.  30th  „  „  1,035,088     1     5 


Making  a  reduction  of  .  .  £255,869  13  7 
or  about  one-fifth  or  20  per  cent,  of  the  whole 
amount. 

If  this  were  a  criterion  for  other  banks,  it  would 
make  the  destruction  of  Bank  money  seven  instead 
of  fourteen  millions.  But  this  account  probably 
does  not  give  the  highest  and  lowest  amount  of  the 
deposits  of  the  period  it  embraces.  And  it  must 
also  be  kept  in  mind,  that  this  bank  was  then  rapidly 
extending  its  business,  and  had,  between  May  and 
December,  received  a  considerable  accession  of 
accounts.  So  that  there  can  be  little  doubt,  that 
the  loss  of  deposits  by  this  bank  was  beneath  the 
average  of  that  sustained  by  the  other  banks  of  the 
metropolis. 

We  may,  therefore,  assume  with  some  degree  of 
safety,  that  the  destruction  of  Bank  money,  produced 
by  the  contraction  of  the  issues  of  the  Bank  of 
England,  between  the  30th  July  and  1st  October, 
amounted  to  at  least  ten  millions  ;  and  that  this  was 
produced  by  a  forcible  withdrawal  on  the  part  of 
the  Bank,  of  less  than  a  million  and  a  half  of  Bank 
notes. 
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It  must  be  kept  in  mind^  that  all  the  fluctuations 
in  the  issues  of  the  Bank,  act  directly  upon  the  tills 
of  the  London  bankers.  The  Bank  of  England 
notes,  held  by  the  banks  of  issue  in  the  country, 
are  a  fixed  quantity,  held  by  them  for  prudential 
reasons,  and  remain  uninfluenced  by  the  operations 
of  the  Bank  of  England.  And  both  the  country 
and  London  circulation  of  the  Bank,  from  hand  to 
hand,  regulates  itself  in  the  same  manner  as  the 
circulation  of  country  bank  notes.  When,  therefore, 
the  Bank  of  England  increases  its  issues  by  an 
advance  upon  bullion  or  upon  bills  of  exchange,  the 
money  is  immediately  placed  with  the  London 
bankers,  and  is  withdrawn  from  them  when  th3 
reverse  of  this  operation  takes  place. 

As  the  nature  of  the  Money  Market  of  London 
was  not  understood,  the  Directors  of  the  Bank  of 
England,  could  never  make  out  how  so  small  a  dimi- 
nution of  issues,  as  one  or  two  millions  in  sixteen  or 
eighteen,  could  produce  such  extraordinary  convul- 
sions in  it,  as  were  experienced  when  these  contrac- 
tions occurred.  And  though  they  always  suspended 
their  contractions,  in  order  to  supply  the  extraordi- 
nary demand  for  money  experienced,  yet,  they  gene- 
rally imagined  that  these  panics  proceeded  from  some 
other  cause  happening  to  occur  at  the  same  time, 
such  as  over  speculation,  or,  indeed,  any  but  the 
true  cause. 

Notwithstanding  this  experience  of  the  Bank,  it  was 
stated  to  the  Committee  on  Banks  of  Issue  in  1841, 
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both  by  Mr.  Horsley  Palmer  and  by  Mr.  Norman, 
highly  intelligent  Directors,  that,  under  ordinary  cir- 
cumstances, the  Bank  did  allow  their  issues  to  expand 
and  contract  to  the  full  extent  of  the  bullion  imported 
and  exported,  they  considering  the  management  of 
the  Directors  defective,  in  as  far  as  they  had  allowed 
some  consideration  with  regard  to  their  deposits,  to 
interfere  with  the  strict  application  of  this  principle. 
And  the  Committee  made  a  special  report,  for  the 
purpose  of  noticing  this  very  evidence,  and  enforcing 
this  rule  upon  the  Bank  for  its  future  government. 
Now,  it  must  be  obvious,  that  if  the  whole  of  this  is 
not  a  solemn  farce,  and  the  Directors  find  themselves 
bound  in  almost  any  degree  to  act  upon  the  principles 
thus  laid  down,  the  very  first  turn  in  the  exchanges 
which  takes  place  against  us,  will  involve  the  country 
in  another  series  of  commercial  distresses,  as  great  as 
any  we  have  experienced,  unless,  indeed,  the  system 
be  altered  in  the  mean  time. 

Our  system  of  currency  also  presents  another  ano- 
maly, which  requires  to  be  noticed.  Although  the 
abundance  or  scarcity  of  capital  in  the  Money  Market 
of  London,  has  always  the  effect,  in  time,  of  producing 
an  abundance  or  scarcity  of  money  in  the  country, 
yet,  no  actual  transmission  of  money  from  London  to 
the  country,  or  from  the  country  to  London,  ever 
takes  place.  So  that  the  Money  Market  of  London 
can  never  be  relieved  of  any  abundance  of  money,  by 
transmission  of  it  to  the  country,  nor  can  a  scarcity 
of  money  in  London  ever  be  mitigated  by  remittances 
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from  the  country.  Suppose,  for  instance,  a  person 
borrows  .£1000  in  London,  and  it  is  sent  down  to 
him  in  gold  or  Bank  of  England  notes,  he  immediately 
places  the  money  in  the  hands  of  his  banker,  who 
gives  him  his  notes  or  a  credit  in  his  books  for  it,  and 
returns  the  money  to  London  to  be  employed  on  his 
(the  banker's)  behalf.  The  more  usual  course  is,  for 
the  party  borrowing  the  money  in  London  to  draw  a 
bill  for  it,  which  he  places  or  discounts  with  his 
banker  in  the  country,  and  thereby  transfers  the 
money  in  London,  to  his  banker,  without  its  being 
sent  down  into  the  country  for  the  mere  purpose  of 
its  being  returned  to  London  again.  Thus  a  loan  is 
made  to  the  country,  and  capital  created  there,  but 
no  money  is  sent  from  London,  and  the  abundance 
of  money  in  London  continues  as  great  as  before. 

On  the  other  hand,  if  a  person  wishes  to  remit 
money  to  London,  in  order  to  benefit  by  the  high 
rate  of  interest  there,  he  must  gain  that  benefit  at  the 
expense  of  his  banker  in  the  country.  He  must 
obtain  from  him  a  bill  upon  London,  in  order  to  make 
this  remittance,  and  the  banker  must  pay  this  bill  out 
of  his  own  funds.  Country  bank  notes  cannot  be 
sent  to  London  for  the  purposes  of  circulation,  and  no 
relief  therefore  is  ever  experienced  during  a  pressure, 
by  money  being  remitted  from  the  country  to  Lon- 
don. But  in  doing  so  a  scarcity  of  money  is  caused 
in  the  country,  by  the  country  bankers  being  com- 
pelled to  curtail  the  advances  previously  made  by 
them  during  an  abundance  of  money  in  London. 
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Thus,  an  importation  of  money  from  abroad,  which 
comes  for  the  purpose  of  circulation,  and  ought  not  to 
affect  the  value  of  capital  in  any  degree,  not  only 
creates  an  abundance  of  new  capital  in  London,  but 
that  new  creation  in  London  causes  a  second  new 
creation  of  money  in  the  country ;  and  of  course  a 
corresponding  destruction  of  capital  in  the  country,  as 
well  as  in  London,  takes  place,  when  the  exchanges 
go  against  us. 

It  appears,  however,  that  this  abundance  of  capital 
created  in  the  country,  has  the  effect,  in  the  first 
instance,  of  curtailing  the  issue  of  notes  circulating 
from  hand  to  hand.  For  we  find,  as  before  stated, 
that  the  circulation  of  the  country  banks  generally 
contracts  when  the  exchanges  are  in  our  favour  and 
capital  is  abundant,  and  enlarges  when  the  exchanges 
are  against  us  and  capital  becomes  scarce. 

Hence  it  would  seem,  that  the  money  imported 
into  this  country,  for  the  express  purpose  of  increasing 
our  circulation  from  hand  to  hand,  and  raising  prices 
in  order  to  bring  our  trade  to  a  balance  in  commo- 
dities, has  the  immediate  effect  of  depressing  it  and 
lowering  prices,  and  vice  versa ;  and,  of  course,  increas- 
ing that  derangement  in  our  foreign  trade  and  balance 
of  payments,  the  money  imported  and  exported  was 
intended  to  correct.  Nor  is  it  possible  to  look  at 
our  system  of  currency,  in  any  of  the  forms  which 
it  presents,  without  perceiving  that  it  is  totally  in- 
consistent with  all  sound  principle  as  well  as  sound 
practice. 

It  is,  indeed,  surprising,  how  such  a  system  could 
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have  been  continued  so  long,  more  especially  as  its 
defects,  when  pointed  out,  are  very  obvious,  and  the 
remedy  for  them,  as  we  shall  hereafter  see,  so  simple 
and  practicable.  This^  however,  must  be  accounted 
for  partly,  from  its  having  received  the  approbation 
of  the  greatest  existing  authorities  upon  the  subject. 
Dr.  Adam  Smith  in  his  "Wealth  of  Nations,"  as 
before  mentioned,  explains  the  working  of  the  sys- 
tem as  brought  under  his  notice  by  the  operations 
of  the  Scotch  Banks,  and  described  it  as  both  sound 
and  beneficial;  but  he  resided  in  Edinburgh,  and 
had  no  opportunity  of  making  himself  acquainted  with 
the  facts  connected  with  the  London  circulation, 
which  were  not  then  published ;  and  his  views  were 
necessarily  limited  by  the  comparatively  hmited  field 
of  his  observation. 

Mr.  Ricardo,  and  the  Bullion  Committee,  the 
two  next  great  authorities  upon  the  subject,  while 
they  contended,  with  great  clearness,  that  paper 
should  be  made  payable  in  metallic  money,  in 
order  to  keep  it  at  the  same  value,  assumed  as  an 
undoubted  fact,  though  upon  no  sufficient  authority, 
that  the  Bank  of  England  could  regulate  its  issues  by 
the  exchanges,  and  that  the  country  banks  must 
regulate  theirs  by  those  of  the  Bank  of  England ;  and 
that  consequently,  if  the  Bank  of  England  were  com- 
pelled to  pay  its  notes  in  gold,  the  system  would  be 
perfect.  This  arose  partly  from  the  working  of  the 
system  during  the  suspension  of  cash  payments.  All 
the  gold  left  the  country,  and  became  excluded  as  a 
circulating  medium,  by  the  depreciation  of  the  paper 
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currency,  and  its  operations  were  consequently  un- 
disturbed by  the  influx  and  reflux  of  bullion,  by 
which  our  pressures  and  panics  are  caused.  It,  there- 
fore, did  then  appear,  that  the  Bank  of  England  had 
some  undefined  power  over  the  country  circulation, 
which  produced  no  injury  ;  and  this,  no  doubt,  gave 
rise  to  the  theory  in  question. 

Much  has  been  published  on  the  currency  since 
that  time  ;  but  the  pamphlet  of  the  greatest  authority, 
was  that  of  Mr.  Jones  Loyd,  published  in  1839  or 
1840,  in  which  he  revived  the  doctrine  of  the  Bullion 
Committee,  and  contended  that  the  Bank  ought  to 
enlarge  and  contract  its  issues  to  the  extent  of  the  in- 
flux and  reflux  of  buUion.  The  merit  of  this  pamphlet, 
as  contrasted  with  the  many  others  on  the  subject, 
consisted,  not  merely  in  the  abihty  vsdth  which  it  was 
written,  as  to  style  and  composition,  but  in  its  con- 
tending for  the  clear  and  definite  principle  laid  down 
by  the  Bullion  Committee,  for  the  government  of 
the  Bank  of  England.  The  public  were  satisfied 
that  there  ought  to  be  some  clear  and  definite 
rule  for  the  management  of  the  currency,  and  this 
pamphlet  was  received  with  great  favour  as  con- 
taining this  rule.  The  Directors  of  the  Bank, 
also,  as  we  have  before  stated,  in  their  evidence 
before  the  Committee  on  Banks  of  Issue  in  1841, 
instead  of  pointing  out  their  inability  to  act  upon  this 
principle,  admitted  its  correctness,  and  that  the  Bank 
of  England  ought  to  be  governed  by  it  in  future. 
It   was  consequently  enforced,   by  a  special  report 
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conceive  a  more  dangerous  position  for  the  country  to 
be  in.  Its  safety,  on  an  adverse  exchange,  will  de- 
pend upon  the  Directors  acting  in  total  opposition 
both  to  their  own  opinions  and  those  of  Parliament, 
so  recently,  as  well  as  solemnly,  expressed. 

The  truth  has  thus  been  obscured,  by  the  very 
unsound  views  entertained  by  the  greatest  authorities 
on  the  subject,  both  theoretical  and  practical.  And 
this  remark  may  be  extended  to  the  opinions  of 
Mr.  T.  Attwood  and  others,  who  conceive  that  all 
our  evils  have  arisen  from  the  contraction  of  our 
currency,  and  that  all  possible  good  would  result 
from  an  expansion  of  it.  This  is  not  an  unnatural 
mistake  for  a  banker  to  fall  into,  who  has  all  his  life 
perceived  that  this  country  never  flourished  but 
when  money  was  plentiful,  nor  suffered  for  any  great 
length  of  time,  except  from  scarcities  of  money  or 
their  consequences.  But  no  depreciation  of  the 
currency  would  relieve,  or  in  any  degree  mitigate, 
the  evils  which  are  produced  by  the  defective 
machinery  of  the  system.  Whenever  an  adverse 
exchange  occurred,  we  should  have  the  same  pres- 
sures and  panics,  with  all  their  evil  consequences, 
so  long  as  our  banks  issue  the  currency,  (whether 
depreciated,  or  appreciated,)  as  they  do  at  present. 
This  country  is  made  prosperous  by  its  industry, 
and  that  industry  is  natural  to  it,  and  would  continue 
if  it  were  undisturbed.  Relief  from  pressure  by  an 
abundance  of  money,  gives  prosperity  chiefly  by 
permitting   things   to  resume   their   natural   course. 
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and  when  we  get  rid  of  the  pressures  in  the  Money 
Market,  which  are  gratuitous  disturbances  and  im- 
pediments to  the  national  industry,  Mr.  T.  Attwood 
and  his  friends  will  perceive,  that  the  necessity  for 
the  remedy  he  suggests,  will  cease  to  exist. 


4thly.— THE  REMEDY  FOR  THESE  EVILS, 
WITH  THE  EASY  MANNER  IN  WHICH 
IT  MAY  BE  APPLIED. 

Thus  the  embarrassments  we  are  now  suffering, 
both  agricultural  and  commercial,  are  solely  pro- 
duced by  our  currency.  No  one  can  for  a  moment 
doubt,  that  had  the  bullion  at  present  in  the  Bank 
been  added  to  the  general  circulation  of  the  country, 
the  price  of  agricultural  produce  would  have  been 
prevented  from  falling,  and  we  should  have  had  a 
large  and  continuous  importation  of  foreign  corn, 
by  which  our  agriculture  would  have  been  flourishing 
and  our  foreign  trade  extended.  This  would  have 
been  the  case  with  a  metallic  currency.  The  Bank 
of  England  would  have  had  no  motive  for  buying  it 
up  as  it  came  into  the  country.  It  would  have 
passed  into  general  circulation,  and  its  amount  could 
neither  have  been  increased  or  diminished  by  the 
expenditure  of  capital,  the  savings  of  income,  or  any 
other  internal  cause.  It  could  only  be  taken  out  of 
and  added  to  the  circulation,  when  exported  and  im- 
ported in  discharge  of  a  balance  of  payments  due  to 
or  by  foreign  nations. 
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Neither,  with  a  metallic  currency,  would  the  influx 
or  reflux  of  money  produce  any  effect  upon  the 
Money  Market.  The  bullion  might  be  imported  into 
London  in  the  first  instance,  in  order  to  be  coined 
at  the  Mint;  but  after  this  operation  was  performed, 
it  would  be  forthwith  sent  to  its  ultimate  destination. 
And  on  being  exported,  it  would  be  taken  out  of 
practical  circulation,  and  might  be  sent  to  London 
for  the  purpose  of  being  so  exported  ;  and  it  might, 
and  probably  would,  as  a  matter  of  convenience,  in 
either  case  be  placed  for  a  short  time  with  the  London 
bankers,  in  passing  to  its  ultimate  destination ;  but 
never,  in  all  probability,  for  a  sufficient  time  to  be 
lent  out  and  expended  so  as  to  cause  any  incon- 
venience from  its  withdrawal.  Very  large  sums  of 
money  pass  through  Hamburgh  (a  very  small  place 
compared  with  London)  without  any  monetary  in- 
convenience being  produced  by  it. 

If,  therefore,  we  could  by  some  magic  influence, 
convert  our  paper  circulation  into  gold,  and  from 
thenceforth  not  allow  the  banks  to  issue  any  more 
paper,  the  remedy  would  be  completed.  We  should 
have  no  more  pressures  in  the  Money  Market  of 
London,  produced,  as  at  present,  by  the  exportation 
of  bullion ;  and  we  should,  in  all  probability,  have 
none  of  those  extreme  fluctuations  in  the  price  of 
corn  to  which  it  is  now  subject,  while  prices  would 
be  kept  up  to  that  level  which  would  admit  of  its 
continuous  importation. 

But  experience  teaches  us  that  paper  is  as  useful 
an  instrument  for  practical  circulation  as  gold ;    and 
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though  we  cannot  convert  the  paper  into  gold,  we 
can  produce  the  same  effect,  by  making  the  circula- 
tion of  the  kingdom  a  fixed  quantity,  and  thereafter 
converting  the  gold  into  paper  on  its  importation,  and 
the  paper  into  gold  when  the  latter  was  required  for 
exportation ;  by  which  arrangement  the  paper  cir- 
culation would  perform  all  the  functions  of  a  metallic 
currency. 

In  this  case,  however,  the  power  of  issuing  the 
notes  would  have  to  be  taken  from  the  banks  and 
conferred  upon  the  Government.  It  would  be 
necessary  that  there  should  be  only  one  issue  ;  and 
if  this  issue  were  payable  in  gold,  and  could  only  by 
law  be  increased  and  diminished  in  amount  with 
the  influx  and  reflux  of  the  precious  metals,  there 
would  be  no  difference  between  it  and  a  metallic 
currency.  No  banker  in  the  country  could  enlarge 
it,  and  none  could  have  any  interest  in  destroying  it. 
If  a  person  saved  a  given  sum  out  of  his  income,  he 
would  do  it  in  the  Government  paper,  or  money  of 
the  country,  and  either  lend  it  to  others  himself,  or 
deposit  it  with  his  bankers  for  that  purpose.  The 
money  would  be  as  valuable  as  gold  and  silver,  and 
would  be  much  more  convenient  as  an  instrument  of 
circulation,  inasmuch  as  it  would  be  more  portable 
and  not  reducible  in  value  by  wear  and  tear.  The 
Government  would  of  course  change  new  notes  for 
old  ones,  when  the  old  ones  were  worn  out,  or  torn, 
and  the  currency  would  always  be  maintained  in  a 
perfect  state,  as  to  its  value  in  coin.     Upon  such  a 
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currency,  the  economy  and  expenditure  of  the 
country  would  produce  no  effect.  It  could  neither 
be  enlarged  nor  diminished ;  and  prices  therefore,  as 
far  as  the  currency  was  concerned,  could  not  be 
affected  by  the  action  upon  it  of  any  internal  cause. 

And  with  regard  to  the  exchanges,  it  would  merely 
be  necessary  to  enact,  that  the  Commissioners,  or 
parties  who  might  be  entrusted  with  its  management, 
should  buy  up  the  gold  as  it  came  in  with  new  notes, 
and  pay  the  notes  in  gold  when  it  might  be  required 
for  exportation,  or  any  other  purpose,  cancelling  the 
notes  they  received  and  withdrawing  them  from  circu- 
lation. And  the  paper  currency  would  thus  work  pre- 
cisely as  a  metallic  currency  would  work  if  there  were 
no  paper  money.  The  bullion,  upon  being  received, 
instead  of  being  coined  at  the  Mint  into  sovereigns, 
would  be  converted  into  an  equal  value  of  Govern- 
ment paper,  which  would  be  sent  to  those  parts  of 
the  country  to  which  the  bullion  was  due,  by  which 
the  currency  would  be  enlarged.  And  when  money 
was  required  to  be  sent  abroad.  Government  notes 
or  paper  would  be  sent  to  London  from  those  parts 
of  the  country  from  whence  the  payments  were  to  be 
made,  and  gold  and  silver  obtained  for  them  of  the 
Commissioners.  The  bullion  would  be  sent  abroad, 
the  notes  cancelled  by  the  Commissioners,  and  the 
circulation  of  the  country  diminished  to  the  amount 
of  the  gold  and  silver  exported.  And  neither  on  the 
importation  of  bullion,  nor  its  exportation,  would  the 
Money  Market  of  London  be  at  all  affected. 
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It  is  not,  however,  meant  that  if  such  a  system  were 
adopted,  it  would  be  safe  at  once  to  allow  the  ex- 
changes to  act  upon  the  circulation,  to  the  full  extent 
of  the  gold  imported  and  exported.     The  commerce 
of  the  world  is  in  such  a  disturbed  state,  from  the 
influence  of  our  currency  and  from  the  exchanges 
never  having  been  permitted  to  produce  their  legiti- 
mate effect  upon  prices,  so  as  to  bring  our  trade  with 
other  nations  to   a   balance  in  commodities,  that  it 
might    be    necessary    to     give    the    Commissioners 
appointed   to   administer    the    currency,    power    to 
mitigate  the  effect  that  the  exchanges  would  have 
upon  it,  until  our  foreign  trade  was  brought  into  a 
more   equable   and   natural   state ;    by  hmiting   the 
amount  of  the  enlargement  and  contraction  of  the 
circulation    which    would    otherwise    be    produced. 
The  influx  and  reflux  of  bullion,  as  we  have  before 
stated,   frequently  amounts  to  ten   millions   at   one 
time,  whereas,  until  the  effect  of  the  fluctuations  in 
the  amount  of  the  currency  upon  trade  and  prices 
are  better  understood,  it  might  be  prudent  to  hmit 
these  fluctuations  to  two  or  three  millions,  or  such 
other  sum,  as  a  knowledge  of  the  subject  derived 
from  experience  might  suggest. 

Hence,  the  adoption  of  a  Government  paper 
currency,  payable  in  gold,  and  regulated  by  the 
exchanges,  and  the  suppression  of  the  present  mul- 
tiplicity of  issues,  are  the  remedies  required  for  the 
evils  under  which  we  now  labour.  And  the  question 
next  to  be  considered  is,  how  this  can  be  effected, 
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hot  only  without  producing  injury,  by  any  sudden 
change,  so  undesirable  in  monetary  arrangements, 
but  with  the  approbation  of  the  present  issuers. 
They  are  a  powerful  body.  Lord  Althorp  had  a 
contest  with  them,  as  to  a  matter  in  which  the 
private  banks  of  England  alone  were  concerned,  and 
he  confessed  that  they  were  too  strong  for  him. 
And  the  probability  is,  that  no  Government  could 
withstand  the  united  influence  of  all  the  banks  of 
issue  in  the  three  kingdoms.  Joint  Stock  as  well  as 
private,  on  any  question  in  which  they  had  the 
shghtest  show  of  reason  on  their  side.  But  in  this 
question  the  Government  could  only  incur  the 
opposition  of  the  banks,  by  going  out  of  the  way  to 
do  them  an  injury,  for  which  there  is  not  the  least 
necessity.  If  they  be  dealt  with  as  any  other  class 
of  persons  would  be,  under  similar  circumstances, 
their  cordial  concurrence  in  such  a  change  may  be 
depended  upon.  When  Parliament,  for  the  benefit 
of  the  public,  passes  an  Act  which  gives  any  parties 
the  power  to  take  away  the  property,  or  injure  the 
business  of  individuals,  it  compels  them  to  make  full 
restitution  for  the  injury  done;  and  the  bankers, 
upon  this  principle,  would  be  entitled  to  compen- 
sation, even  did  it  cost  the  nation  a  considerable  sum 
to  make  it.  They  have  been  encouraged  by  law 
to  form  establishments,  with  a  view  to  supply  the 
country  with  a  circulating  medium,  which  Parliament 
itself  has  declared  to  be  a  valuable  improvement  on  the 
previous  system  ;  and  the  nation  could  not  justly  take 
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this  power  from  them  at  a  moment's  notice,  without 
paying  them  any  loss  they  might  thereby  sustain. 
But  in  this  case  no  compensation  would  be  required. 
It  is  only  necessary  that  the  Nation,  when  they  take 
from  the  Banks  the  power  over  the  circulation, 
should  forbear  taking  from  them  the  profit  of  it 
also. 

With  this  view,  let  Government  adopt  the  circula- 
tion of  all  the  Banks  in  the  kingdom  as  its  own, 
engaging  to  pay  the  notes  in  London  when  presented 
for  payment.  Let  an  Act  be  passed,  declaring  that 
on  a  certain  day,  all  the  notes  in  the  three  kingdoms, 
including  those  of  the  Bank  of  England,  shall  be 
Government  money,  payable  in  gold  on  demand, 
either  at  the  Bank  of  England,  or  some  other  place 
or  places  appointed  for  that  purpose,  and  that  they, 
be  a  legal  tender,  the  same  as  gold  and  silver,  in  all 
domestic  payments ;  and  let  a  Board  of  Commis- 
sioners be  appointed,  to  superintend  the  working  of 
the  system  :  or  otherwise,  let  it  be  placed  under  the 
direction  of  the  Master  of  the  Mint. 

This  being  done,  and  the  Banks  being  relieved 
from  the  payment  of  their  notes,  they  will  cease  to  be 
indebted  to  the  Public  for  them,  and  will  become 
indebted  to  the  Government,  who  has  taken  the 
obligation  to  pay  them  upon  itself.  Now  all  that 
the  Government  has  to  do,  in  order  to  conciliate  the 
Banks,  is  to  allow  them  to  have  the  same  benefit 
from  the  circulation  they  had  before.  We  have  seen 
it  stated  that  the  circulation  of  the   Scotch  Banks 
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costs  them  about  205.  per  cent. ;  the  circulation  of 
the  Irish  Banks  255. ;  and  that  of  the  Enghsh  Banks 
305.,  and  that  of  the  Bank  of  England  £2  per  cent. 
If  this  be  correct,  let  the  Banks  respectively  pay- 
interest  at  these  rates  upon  the  amount  of  their 
respective  circulations  to  the  Government. 

It  has  likewise  been  estimated  that  the  Govern- 
ment, having  no  London  agencies  to  pay,  and  other- 
wise managing  the  circulation  more  economically,  in 
consequence  of  doing  it  on  a  great  scale,  would  save 
IO5.  per  cent,  on  the  expense  of  working  it,  which 
might  leave  an  annual  profit  of  from  JE  150,000  to 
j£2 00,000,  without  charging  the  Banks  any  more  for 
it  than  it  at  present  costs  them. 

But  the  risk  of  bad  debts  must  be  set  off  against 
this  profit ;  and  it  is  difficult  to  say  with  precision, 
what  the  annual  loss  from  this  cause  would  amount 
to.  It  is,  however,  not  likely  to  be  greater,  if  indeed 
so  great,  in  friture,  as  it  has  been.  And  if  we  take 
the  average  of  the  last  ten  years,  we  shall  probably 
find  that  it  has  not  exceeded,  if  it  has  amounted  to 
.£50,000  a-year.  There  has  been  no  loss  by  the 
Joint  Stock  Banks ;  and  the  amount  of  the  issues  of 
each  Private  Bank  is  comparatively  small. 

It  may  be  said  that  the  Banks  ought  to  give 
security  to  the  government;  but  this  would  be  a 
violent  attack  upon  the  principle  of  their  business, 
which  is  to  borrow  without  security,  and  would  give 
the  Government  an  undue  preference  over  other 
creditors.     It  would  likewise   take  from  the  banks 
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one-half  or  two-thirds  of  the  profit  which  the  cir- 
culation now  yields  them.  They  would  not,  for  the 
most  part,  give  personal  security  ;  if  personal  security 
would  be  taken,  it  would  settle  down  to  their  invest- 
ing the  amount  in  the  funds,  and  placing  the  stock 
in  the  hands  of  Government,  by  which  they  would 
gain  a  trifle  more  than  3  per  cent. ;  whereas  the 
money,  as  at  present  employed  by  the  banks,  yields 
the  majority  of  them,  say  not  less  than  6  per  cent., 
being  chiefly  lent  to  merchants  and  traders,  who 
beside  paying  5  per  cent,  interest,  pay  a  commission 
on  their  transactions,  or  leave  a  deposit  in  the  hands 
of  the  bank  without  interest.  Hence  the  difference 
would  make,  on  the  aggregate  of  the  country  circula- 
tion, a  loss  to  the  country  banks  of  five  or  six  hundred 
thousand  pounds  a-year,  in  order  that  the  Govern- 
ment might  save  fifty  thousand. 

There  would  also  be  some  risk  to  the  country,  from 
a  sudden  diversion  of  fifteen  or  twenty  milHons  of 
money  fi'om  commercial  to  other  employments  :  and 
our  monetary  arrangements  cannot  be  too  tenderly 
dealt  with. 

The  probability  is,  that  under  these  circumstances, 
the  banks  would  resist  the  giving  any  security,  as 
involving  them  in  loss  and  trouble  without  any 
adequate  advantage  to  the  Government.  And,  indeed, 
it  would  be  well  for  the  Commissioners,  who  would 
have  much  more  important  matters  to  attend  to,  not 
to  be  burdened  at  the  outset  with  such  a  mass  of  un- 


70 


important  details  as  taking  security  from  the  different 
banks  would  create. 

If,  therefore,  we  assume  that  the  Government  will 
charge  the  Banks  the  present  cost  of  their  notes  or 
thereabouts,  and  let  them  have  the  money  without 
security  as  at  present,  and  make  the  arrangement,  say 
for  twenty-one  years,  all  the  Banks  in  the  Kingdom,  in- 
cluding the  Bank  of  England,  would,  with  scarcely 
an  exception,  hail  the  arrangement  as  a  beneficial 
one,  as  soon  as  they  fully  understood  the  advantages 
of  it ;  while  the  Government  would  make  a  great 
national  improvement,  without  the  least  derangement 
of  any  kind,  and  not  only  without  cost  to  the  country, 
but  with  a  considerable  pecuniary  profit ;  for  the 
expense  of  a  Board  of  Commissioners  would  be  com- 
paratively trifling. 

In  making  this  arrangement,  the  smallest  bank  in 
the  kingdom  would  be  dealt  with  on  the  same  footing 
as  the  Bank  of  England.  And  as  Government  would 
require  agents  in  different  parts  of  the  country,  not 
only  to  change  the  Government  notes  for  the  exist- 
ing currency,  which  would  no  doubt  be  done  by 
degi'ees,  but  also  to  exchange^  at  all  times,  new  notes 
for  such  as  might  be  worn  out,  each  bank  might  be 
an  agent  of  the  Government  for  this  and  such 
purposes. 

Another  profit  might  also  be  made  by  the  Govern- 
ment, with  advantage  to  the  public.  We  have 
supposed   the    currency  to    consist   entirely   of  one 
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Government  issue,  which  would  have  to  be  remitted 
in  notes,  when  a  balance  of  payments  was  due  from 
one   part    of    the    country   to   another,    as   also   to 
London,  when  gold  was  required  to  be  sent  abroad 
and  vice  versa.     But  it  would  be  a  convenience  to 
the  public,  if,  instead  of  sending  notes  they  could 
present  them  to  any  bank  acting  for  the  Government 
in   their    locality,   and   could   get   a   bill   upon   the 
Commissioners  for   them,   the   Government   making 
a  suitable  charge.     Thus,  for  instance,  if  a  person 
resident  in  Glasgow,  wished  to  send  ^1,000  abroad, 
instead  of  sending  the  notes  to  London  to  get  bullion 
for  them,  he  might  take  them  to  a  Glasgow  bank 
and   get   a   bill   upon   the    Commissioners    for    the 
bullion ;   and   the  Glasgow  bank   might   cancel   the 
notes   on  behalf  of   the  Commissioners  without  the 
risk  of  sending  the  notes  to  London,  and  charge  on 
behalf  of  the  Government  a  small  per  centage  for 
the   bill,    out   of  which   some   allowance    might   be 
made  to  the  bank  for  its  trouble.      Or  should  the 
party  wish  to  send  the  thousand  pounds  in  notes  to 
Dubhn,  he  might  still  get  a  bill  upon  the  Commis- 
sioners for  Bullion,  and  such  bill  might  be  equally 
an  order  upon  any  bank,  acting  as  agent   for   the 
Government,    for    a    fresh    issue    of    notes   to   the 
extent  of  the  thousand  pounds.     So  that  the  party 
might,   if  he   pleased,   send  it   to  London  and  get 
bullion  for  it,  but  if  he  preferred,  he  might  send  it  to 
Dublin,   or   any  other   place,  and  get  notes  for   it. 
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which  would  be   added  to  the  circulation  of  such 
place. 

The  Bank  of  England  would  be  dealt  with  the 
same  as  any  other  bank.  Its  issues,  after  deducting 
the  amount  of  its  bullion,  would  be  lent  to  it  at 
interest.  It  would  Hkewise  be  the  agent  for  the 
London  circulation,  and  it  might  be  employed  to 
take  in  the  bullion  and  give  notes  for  it  as  at  present. 
The  bills  upon  the  Commissioners,  from  the  country, 
might  also  be  payable  at  the  Bank  of  England.  So 
that  the  Commissioners  would  merely  have  to  super- 
intend the  operation.  As  the  Bank  of  England 
would  have  more  trouble,  in  proportion,  than  any 
other  bank,  it  would  also  have  more  profit,  from  its 
having  so  large  a  portion  of  the  circulation  assigned 
to  it.  Our  object,  however,  is  merely  to  point  out 
the  principles ;  these  details  would  be  settled  by  the 
Government  with  the  Bank,  no  doubt  on  equitable 
terms. 

In  carrying  out  this  plan,  many  important  consi- 
derations would  arise,  in  which  a  want  of  know- 
ledge, both  theoretical  and  practical,  would  no  doubt 
be  felt.  The  writings  upon  the  subject  of  currency 
for  the  last  thirty  or  forty  years,  as  well  as  the  enqui- 
ries by  the  different  Committees  of  Parliament,  have 
added  little  or  nothing  to  our  knowledge  of  the  subject. 
For  instance,  in  fixing  the  amount  of  the  currency,  a 
sum  will  have  to  be  added  to  the  amount  at  present 
in  circulation,  for  the  tills  of  the  country  bankers. 
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Their  tills  are  now  chiefly  supplied  by  their  own 
unissued  notes,  which  are  not  comprised  in  the 
returns  made  to  the  Stamp  Office.  These  returns 
contain  those  notes  only  that  have  been  issued  to 
the  public ;  and  the  Parliamentary  investigations 
have  not  furnished  any  data  by  which  to  estimate 
the  quantity,  over  and  above  the  amount  which  must 
be  added  for  the  bankers'  tills  ;  and  the  Commis- 
sioners must  of  course  have  full  powers  to  investigate 
and  determine  all  such  questions. 

It  may  also  be  worthy  of  consideration,  whether 
any,  and  what  rules,  should  be  thereafter  observed 
by  the  Country  Banks,  with  respect  to  bills  upon 
London.  Bills  of  Exchange  are  not,  as  some  have 
supposed,  money,  but  the  bankers  can  at  any  time 
make  them  money,'  if  they  please.  Money  is  an 
universal  equivalent,  by  which  the  exchange  or 
barter  of  labour  and  commodities  between  man  and 
man  is  effected  ;  and  Bills  of  Exchange,  in  order  to 
be  money,  ought,  like  gold  and  silver,  to  be  this 
universal  equivalent,  and  to  be  taken  in  all  payments 
with  the  same  facility.  But  a  Bill  of  Exchange  is 
not  thus  taken.  It  must  first  be  negotiated  or  ex- 
changed with  the  Banks  for  money,  or  its  payment 
as  money  must  be  a  matter  of  negotiation  with  the 
party  receiving  it.  And  though  a  person  in  the 
country  possessing  bills  upon  London,  may  consider 
them  equal  to  money,  because  money  is  so  easily 
obtained  for  them,  yet  they  are  only  a  preferable 
security  for  money,  and  not  money  itself. 


74 

But  any  thing  is  money  that  the  public   will  re- 
ceive as  such.     And  if,  after  the  power  of  issuing 
notes  were  taken  from  the  bankers,  they  were  to 
agree   amongst   themselves   to   receive    each  others 
draughts  upon  London  as  cash,  in  all  payments,  they 
would  immediately  become  the  same  description  of 
money  as  bank  notes,  even  though  they  might  be 
drawn  at  twenty-one  days  after  date.      And  whether 
any   regulation   to   prevent   such   new   creations   of 
money  would  be  desirable  or  not,  must  be  for  the 
Government  to  determine.     These  remarks  refer  to 
money  in  general  circulation,  passing  from  hand  to 
hand.     Deposits   are   local   money,   created   by   the 
public  rather  than  by  the  bankers,  with  which  it  is 
probable  the  Government  will  never  be  able  to  in- 
terfere, so  far,  at  least,  as  to  put  down  the  system. 
What  at  present  appears  to  be  chiefly  required  for 
this  description  of  money  is,  that  it  shall  be  relieved 
from  the  present  action  of  the  Exchanges  upon  it, 
seeing  that  it  is  so  easily  expanded  and  contracted. 

The  adoption  of  the  principle  of  a  Government 
issue,  which  may  thus  be  so  easily  accomplished,  is 
the  great  remedy  required  for  our  present  distresses, 
as  well  as  for  the  prevention  of  their  recurrence  in 
future. 

That  portion  of  the  industry  of  the  country  which 
is  suffering  under  the  immediate  operations  of  the 
currency  at  present,  is  the  agricultural.  It  appears 
to  be  generally  imagined  that  the  last  fall  in  agricul- 
tural produce  was  occasioned  by  the  abundajic^  of 
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the  harvest  in  1842,  coupled  with  the  importation  of 
foreign  corn,  which  took  place  at  the  same  time. 
But  it  may  be  a  question  whether  the  harvest  of 
1842,  though  good,  was  so  very  unusually  abundant 
as  to  quantity,  and  that  even  with  the  addition  of  the 
foreign  corn  imported,  there  was  such  an  excessive 
supply  of  corn  in  the  country  as  materially  to  affect 
its  price.  But  if  the  supply  were  ever  so  abundant, 
this  offers  no  sufficient  reason  for  that  contraction  in 
the  country  bank  circulation  which  occurred.  An 
increased  supply  of  commodities  does  not  cause  any 
natural  diminution  in  the  demand  for  money  to  cir- 
culate them  ;  and  unless  we  can  suppose  that 
money  has  nothing  to  do  with  the  price  of  corn,  it 
must  be  obvious  that  the  contraction  which  occurred 
in  the  country  bank  circulation  during  the  year  1 842, 
must  have  produced,  to  a  greater  or  less  extent,  the 
fall  in  prices  which  occurred.  And  if,  as  we  have 
before  stated,  the  currency  had  not  contracted,  and 
the  bullion  received  during  the  year  had  been  added 
to  the  circulation,  it  is  evident  that  the  great  fall  in 
the  price  of  agricultural  produce  which  then  occurred 
would  not  have  happened ;  and  that  we  should  have 
continued  largely  to  import  foreign  corn,  paid  for, 
there  is  little  doubt,  by  a  corresponding  exportation 
of  our  manufactures. 

Now,  this  would  have  been  equally  beneficial  to 
the  manufacturing  as  to  the  agricultural  classes.  It 
is  the  quantity  of  food,  and  not  the  price  of  it,  by 
which  the  labouring  classes  are  benefitted ;  for  the 
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price  depends  upon  the  quantity  of  money  they  have 
to  give  for  it.  If  the  average  price  is  high,  it  is 
because  a  larger  quantity,  and  if  low,  because  a  less 
quantity,  is  on  the  aggregate  paid  to  them  for  their 
labour.  The  rich,  as  we  have  already  observed,  ob- 
tain the  quantity  of  food  they  need  at  any  price,  and 
the  surplus  is  consumed  by  the  labouring  classes,  who 
are  the  most  numerous,  and  the  great  consumers  of 
the  food  of  the  country ;  and  the  price  is  always 
determined  by  the  quantity  of  money  they  have  to 
give  for  it.  When,  therefore,  the  price  falls,  and  a 
less  quantity  is  either  produced  or  imported,  they  are 
in  a  worse  situation  than  they  were  before.  Their 
means  of  purchasing  are  diminished,  and  their  supplies 
are  diminished  in  a  coiTesponding  degree. 

Hence,  it  is  very  erroneous  to  consider  low  prices 
to  be  at  all  times  an  advantage,  although  many  per- 
sons do  so,  under  the  idea  that  a  low  price  is  always 
the  result  of  abundance.  It  is,  however,  not  only  not 
always  the  result  of  abundance,  but  is  very  frequently 
the  cause  of  a  deficient  supply.  This  was  clearly  the 
case,  as  before  mentioned,  in  the  years  1819-20-21-22, 
if  not  in  1835.  In  the  former  of  these  years,  the 
country  bank  circulation  suffered  a  great  contraction, 
and  the  price  of  wheat  fell  from  90^.  to  405.  per 
quarter,  which,  by  paralysing  the  agricultural  industry 
of  the  Nation,  naturally  diminished  our  home  supply, 
while  it  shut  out  all  supply  from  abroad.  Now, 
during  this  time,  we  received  upwards  of  Twenty 
MiUions  of  BulUon,   which,  if  put  into  circulation. 
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would  have  prevented  the  price  from  falHng — have 
maintained  the  agricultural  industry  of  the  country, 
by  which  the  home  supply  would  have  been  increased 
instead  of  diminished — while  large  importations  of 
foreign  corn  would  have  taken  place.  And  this 
would  have  still  further  increased  the  great  foreign 
demand  for  our  manufactures  then  experienced ;  and 
every  branch  of  our  industry,  both  agricultural  and 
commercial,  would  have  been  in  the  most  prosperous 
circumstances,  instead  of  alternately  experiencing  the 
extreme  of  distress. 

To  enable  foreign  corn  to  be  imported,  it  is 
obvious  that  prices  must  be  sufficiently  high  for 
that  purpose  ;  and  that  they  are  not  so  at  present, 
is  injurious  to  the  agriculturist,  without  being  of  any 
advantage  to  the  manufacturer.  Were  our  system 
of  currency,  therefore,  reformed,  it  might  be  desira- 
ble, as  a  legitimate  starting  point,  to  restore  the 
currency  and  prices  to  the  level  required  by  the 
Corn  Laws,  to  enable  foreign  corn  to  be  imported  ; 
unless  these  laws  should  in  the  mean  time  be 
repealed. 

The  present  contraction  of  the  country  bank 
circulation,  as  we  have  also  before  stated,  is  no  doubt 
the  result  of  the  economy  of  the  country  having 
exceeded  its  expenditure,  an  effect  which  has  no 
doubt  been  increased  by  the  exchanges  being  in  our 
favour,  causing  at  the  same  time  a  creation  of  bank 
money.  Now  this  economy  may  proceed,  in  a  great 
degree,   from   the   absence   of    enterprise,   resulting 


78 

from  the  want  of  confidence,  which   the  late   em- 
barrassments have  produced.     Individuals  may  save 
money  by  parsimony,  but  a  Nation  must  save  money 
by  spending  it.     The  savings  of  a  Nation  consist  in 
its  income  not  being  solely  spent  in  personal  enjoy- 
ment, but  in   those    enterprises   and  improvements 
by  which  the  future  amount  of  its   annual   enjoy- 
ments are  increased.     And  the  progress  and  advance- 
ment of  a  Nation  in  wealth,  much  depends  upon  the 
quantity  of  its  income  which  may  be  thus  expended. 
So    that   all  new  enterprises,  by  which  the  powers 
of  production  are  increased  and  the  future  comforts 
and   conveniences    of    the    Nation    enlarged,  are    a 
national  benefit  though  they  may  frequently   be    a 
loss  to  individuals.     Even  when  the  loss  to  indivi- 
duals is  complete,  no  loss  whatever  is  suffered   by 
the  Nation.     The  luxury  of  adventure  is  not  more 
injurious  than  the  luxury  of  fox-hunting,  they  both 
contribute    to    maintain    the    national    income,   by 
consuming  it,  and  in  that  respect  they  are  not  only 
not  injurious  but  beneficial.     The  luxury  of  adven- 
ture,   however,   has    frequently    the    advantage    of 
leaving  behind  it  experience,  which  could  not  other- 
wise be  obtained,  and  which   may  point   out   other 
modes  of  proceeding   by   which   any   contemplated 
improvement  may  be  realized.     And  if  even  several 
failures  occur  before  the  improvement  is  completed, 
and   though   when    completed  it  may  not  return  a 
remunerating  profit  to  any  party  for  the  labour  and 
capital  expended   upon  it,  yet,  if  it   cheapens   any 
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commodity,  or  adds  in  any  way  to  the  public 
comfort,  or  convenience,  it  is  a  national  advantage, 
and  is  a  gain  to  the  Nation,  however  much  it  may 
have  been  a  loss  to  individuals.  Waterloo  Bridge 
was  a  private  speculation,  and  cost  we  believe  not 
far  short  of  a  million  and  a  half  of  money,  and  the 
original  proprietors  have  lost  all  the  money  em- 
barked in  it ;  but  though  this  splendid  architectural 
work  has  been  lost  by  individuals,  it  has  been  saved 
by  the  nation. 

The  public  are  led  into  these  enterprises  by  the 
abundance  of  capital.  If  employment  cannot  be 
obtained  for  it  through  the  ordinary  channels,  except 
at  a  very  low  rate  of  interest,  people  are  naturally 
led  to  seek  out  and  invent  new  sources  of  employ- 
ment. The  enterprises  to  which  this  gives  rise, 
(sometimes  visionary  in  the  view  of  sober  industry, 
which  great  improvements  frequently  are  in  the 
first  instance)  are  at  once  the  most  legitimate  and 
most  beneficial  means  of  employing  the  surplus 
income  of  individuals,  and  thereby  giving  vent  to  the 
national  economy. 

The  English  are  naturally  speculative  and  enter- 
prising ;  and  this  disposition,  fed  by  the  national 
economy,  is  one  of  the  greatest  sources  of  our 
prosperity  and  pre-eminence  over  other  nations. 
But  this  spirit  of  enterprise  has  recently  received  a 
severe  check,  by  the  unnatural  depressions  in  the 
value  of  all  speculative  property,  which  the  pressures 
in  the  Money  Market  have  produced.     During  the 
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last  three  or  four  years  the  soundest  undertakings 
have  been  brought  to  a  discount,  by  the  necessity  to 
sell  which  so  many  have  been  under,  while  so  few 
could  purchase,  so  that  great  loss  and  inconvenience 
has  been  suffered  by  those  embarked  in  them.     Not 
from   any   miscalculation,    or   from   the    enterprises 
having    turned    out     less    remunerative    than    was 
anticipated,  but  from  the  pressures  and  panics  in  the 
Money  Market  having  rendered   the   interests  pos- 
sessed in  them  unsaleable,    except   at  a  loss,   even 
after  success  was  achieved.     And  as  these  pressures 
and  panics  are  now   of  such   frequent   occurrence, 
there  seems  no  disposition  whatever   to   enter  into 
any  new  undertakings,  or  even  to  extend   the  old 
ones  in  which  success  has  been  attained.     And  it  is 
to  this  want  of  enterprise  that  the  recent  contraction 
of  the  currency  may  partly  be  attributed.     If,  how- 
ever, the  system  of  our  currency  were  altered,  and 
it  were  made  known  that  this  alteration  would  pre- 
vent the  exchanges  producing  the  same  effect  upon 
the  Money  Market  as  they  do  at  present,  and  that 
these  pressures  were  not  likely  again  to  occur,  the 
probability   is,   that    confidence    might    in   a   great 
degree   be    restored,  enterprise   stimulated,  and   the 
expenditure  of  the  country  brought  to  a  par  with  its 
economy.* 

But  if  this  were  not  the  case,  still  the  currency  of 

*  The  recent  rise  in  Railroad  Shares,  and  the  number  of  Acts  for 
new  Railroads,  which,  it  appears,  have  been  applied  for  since  the 
opening  of  Parliament,  indicate  the  return  to  a  better  state  of  things. 
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the  country  could  not  be  contracted  from  the  same 
cause,  its  economy  and  expenditure  would  be 
brought  to  a  par  by  other  means.  When  there  is 
no  demand  for  the  savings  of  income,  the  temptation 
to  save  is  diminished  and  the  power  to  save  is 
reduced.  The  interest  of  money  falls  so  low,  that 
the  advantage  to  be  gained  by  saving  becomes  less 
worth  the  sacrifice  ;  while  capital  becomes  so  plentiful 
in  every  trade  and  the  competition  so  great,  that  the 
profits  are  reduced  and  the  income  derived  fi-om 
trade  diminished,  in  a  corresponding  degree;  and 
this  takes  from  the  trading  community,  and  all  those 
whose  incomes  depend  on  the  value  of  capital,  the 
power  of  saving  which  they  before  possessed.  But 
it  is  not  probable  that  the  economy  and  expenditure 
of  the  country,  would,  in  the  event  of  a  reform  in 
the  currency,  be  brought  to  a  par  by  this  grinding 
process,  or  pressure  upon  the  profits  of  its  trade. 
Matters  would  soon  resume  their  natural  course,  and 
the  economy  of  the  country  become  absorbed  by 
the  usual  and  more  beneficial  process  of  legitimate 
enterprise. 

Much  prejudice  has  been  excited  against  these 
speculations,  fi-om  their  having  been  supposed  to 
produce  the  pressures  in  the  Money  Market.  They 
are  the  legitimate  effect  of  an  abundance  of  money, 
whether  that  abundance  be  artificially  produced  or 
not.  And  as  they  always  arose  during  a  favourable 
state  of  the  exchanges,  and  were  overwhelmed  in 
embarrassment  and   ruin  when  the  exchanges  went 
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against  us,  in  the  absence  of  a  clear  understanding 
of  the  subject,  they  were,  instead  of  the  effect  of 
these  changes,  supposed  to  be  the  cause  of  them ; 
and  the  parties  promoting  them,  who  were  perform- 
ing a  public  good,  have  been  for  the  most  part  held 
up  to  odium,  as  the  authors  of  a  public  evil. 

This  charge  has  recently,  though  with  more  show  of 
justice,  been  preferred  against  the  Joint  Stock  Banks 
in  the  manufacturing  districts.  These  banks  by 
the  great  extent  to  which  they  discounted  bills  of 
exchange,  have  enabled  manufacturers  to  extend 
their  operations  much  beyond  their  power  of  sus- 
taining the  losses  which  the  recent  depressions  in 
trade  have  brought  upon  them,  and  many  extensive 
failures  have  been  the  consequence.  But  we  appre- 
hend that  these  abuses  must  be  traced,  not  to  the 
system  of  joint  stock  banking,  but  to  the  instrument 
or  security  upon  which  these  advances  were  chiefly 
made. 

Joint  Stock  Banks,  from  their  superior  credit,  are 
enabled  to  borrow  with  great  faciUty  the  surplus 
income  of  one  part  of  the  kingdom  and  lend  it  in 
another  where  it  may  be  more  required.  They 
form  a  sort  of  railroad  for  capital,  by  which  the 
monetary  wants  of  the  country  are  equalized,  and 
the  national  economy  and  expenditure  brought  to  a 
balance.  This,  however,  is  chiefly  done  through  the 
instrumentality  of  Bills  of  Exchange,  which  by  law 
are  rendered  a  preferable  security  for  such  advances. 

The  holder  of  a  Bill  of  Exchange,  is  allowed  to 
prove  the  ftill  value  of  such  bill  upon  the  estates  of 
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each  party  whose  names  are  attached  to  it,  either  as 
drawer,  acceptor,  or  endorser,  in  the  event  of  all 
the  parties  having  failed.  And  the  consequence  of 
thus  being  able  to  claim  the  payment  of  the  debt 
in  full  three  or  four  times  over,  frequently  is,  that 
parties  proving  debts  upon  Bills  of  Exchange,  receive, 
or  at  least  have  the  power  of  receiving,  from  the 
diiFerent  estates,  more  than  twenty  shillings  in  the 
pound.*  With  a  sufficient  number  of  names  to  it, 
a  bill  may  therefore  be  a  good  security  for  money 
advanced  upon  it,  though  all  the  parties  may  in 
reality  be  insolvent. 

The  effect  of  this  and  other  facilities  is,  that  Bills 
of  Exchange  are  a  preferable  security  with  bankers, 
and  are  in  consequence  frequently  created  for  the 
sole  purpose  of  money  being  borrowed  upon  them. 
Bills  are  always  understood  to  be  drawn  in  payment 
for  goods  sold,  or  money  due  in  the  ordinary  trans- 
actions of  business.  But  when  they  are  fictitiously 
created,  one  house  accepts  a  bill  for  another  without 
any  such  transaction,  receiving  the  like  accommoda- 
tion in  return.  So  that,  under  the  fictitious  form  of 
bills  for  actual  business,  they  become  security  for 
each  other.  This  system  is  seldom  pursued  by 
persons  in  good  circumstances,  and  is  rarely  bene- 
ficial  to   the   parties  who   pursue   it,  while  on  the 


*  This  would  be  prevented  if  the  assignees  would  always  demand 
the  production  of  the  bill  before  making  such  payments,  and  then 
endorse  the  payments  made  upon  the  bill.  Since  the  appoint- 
ment of  Official  Assignees,  this  regularity,  which  did  not  before 
exist,  has  we  believe  been  introduced. 
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failure  of  those  parties,  it  gives  an  undue  preference 
to  the  holders  of  the  bills  over  other  creditors. 

Bankers  in  following  their  trade  can  hardly  be 
expected  to  go  much  further  than  the  consideration 
of  their  own  safety  and  interest,  in  advancing  money 
to  their  customers ;  and  if  the  law  gives  such  privi- 
leges to  a  Bill  of  Exchange,  an  abuse  of  those 
privileges  must  be  expected  as  a  natural  consequence. 
The  law  invites  the  abuse,  and  the  proper  question 
for  consideration  is,  whether  the  law  ought  to  be 
allowed  to  do  so. 

This,  however,  is  a  subject  for  the  consideration  of 
the  legislature.  Foreign  Bills  of  Exchange  are  not 
liable  to  this  abuse,  and  it  is  not  necessary  therefore 
to  alter  the  law  as  regards  them.  But  it  may  be 
worthy  of  enquiry,  whether  it  would  not  be  more 
consistent  with  sound  policy  as  well  as  natural 
justice,  to  withdraw  from  the  holders  of  domestic 
bills  the  power  of  proving  upon  more  estates  than 
one.  Bankers  and  others  would  in  consequence 
have  to  look  more  narrowly  to  the  character  of  the 
parties  for  whom  they  discount  bills,  as  well  as  to 
the  bills  themselves.  This  would  certainly  put  an 
end  to  that  ruinous  system  of  bill  accommodation,  to 
which  some  of  our  distresses  are  now  attributed, 
while  it  would  neither  injure  the  trade  of  banking,  nor 
prevent  its  usefulness.  Legitimate  bills,  which  are 
for  the  most  part  good,  would  still  be  negotiable. 
It  would  only  destroy  a  system  by  which  neither  the 
bankers  themselves,  nor  any  other  party,  are  ultimately 
benefited. 
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CONCLUSION. 

We  have  thus  seen  that  our  national  distresses 
proceed  from  a  destruction  of  income,  which  when 
once  destroyed  cannot  easily  be  re-created.  That  in 
the  arrangements  of  society,  the  industry  of  one 
person  is  necessary  to  the  industry  of  another.  That 
whatever  event  may  throw  one  part  of  the  com- 
munity out  of  employment,  has  a  like  effect  upon 
the  whole.  And  that  our  distresses  arise  from  this 
species  of  derangement,  or  limitation  of  the  national 
industry,  having  been  commenced  in  this  country, 
and  communicated  to  all  countries  in  active  com- 
mercial intercourse  with  us. 

That  these  derangements  are  originally  produced 
by  pressures  or  scarcities  of  money  in  the  London 
Money  Market,  caused  by  the  exchanges,  or  influx 
and  reflux  of  the  precious  metals  :  the  influx  causing 
an  abundance  of  money,  which  is  lent  at  a  low  rate 
of  interest  and  expended  by  the  parties  borrowing  it ; 
and  the  reflux  causing  a  demand  for  the  money  thus 
spent,  which  can  only  be  supplied  by  a  suspension 
of  the  national  industry,  setthng  down  into  permanent 
distress. 

That  these  pressures  are  quite  unnatural,  and 
proceed  solely  from  our  defective  system  of  currency; 
and  that  with   a  metallic    currency,    or    a    paper 
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currency  working  on  the  same  principles,  no  such 
effects  would  be  produced. 

That  our  currency,  by  its  liability  to  internal 
fluctuations,  does  not  maintain  the  steady  consump- 
tion of  the  national  income,  which  it  is  an  important 
function  of  a  currency  to  secure. 

That  it  prevents  the  proper  action  of  the  ex- 
changes upon  prices,  and  deranges  the  foreign  trade 
of  the  country,  which  it  is  the  natural  effect  of  the 
exchanges  to  arrange  by  bringing  to  a  balance  in 
commodities. 

And  that  it  turns  the  exchanges  into  the  Money 
Market  of  London,  where  they  ought  not  to  come, 
producing  thereby  those  dreadful  convulsions,  under 
the  effects  of  which  we  are  at  present  suffering. 

That  these  evils,  although  great,  are  susceptible  of 
an  easy  remedy. 

That  by  converting  the  whole  of  the  issues  of  the 
country  into  one,  they  might  in  future  be  prevented, 
the  proper  action  of  the  exchanges  upon  the  prices 
and  trade  of  the  country  be  secured,  and  their  im- 
proper action  upon  the  Money  Market  avoided. 

And  that,  finally,  this  change  in  our  system  may 
be  effected,  not  only  without  injury  but  with  advan- 
tage to  the  present  issuers  of  the  currency,  without 
cost  to  the  nation,  and  without  injury  to  any    party 

Nor  is  there  any  other  remedy  for  these  distresses. 
The  repeal  of  the  Corn  Laws  would  be  no  remedy 
whatever,   without  the  improvements  proposed.     As 
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soon  as  an  importation  of  corn  produced  a  balance 
of  payments  against  us,  which  it  would  be  certain 
eventually  to  do,  under  the  present  system,  our  dis- 
tresses would  be  again  revived,  and  any  inter- 
mediate prosperity  would  only  deepen  them  when 
they  occurred. 

On  the  other  hand,  our  Corn  Laws  have  been  ren- 
dered, in  a  great  degree,  useless  to  the  parties  whose 
interest  they  were  intended  to  protect,  by  the  internal 
fluctuations  to  which  our  currency  is  liable,  and  the 
impossibihty  of  the  Exchanges  producing  their  pro- 
per effect  upon  prices.  The  object  and  tendency  of 
the  Exchanges  is  to  keep  prices  steady;  whereas, 
under  the  present  system,  they  only  contribute  to 
derange  them:  but  by  the  proposed  improvement, 
this  would  in  future  be  prevented,  and  prices  steadily 
maintained  at  that  level  which  would  admit  of  a  con- 
tinuous importation  of  foreign  com,  securing  to  the 
agriculturist  all  the  protection  the  Com  Laws  were 
intended  to  confer. 

It  is  hoped,  therefore,  whether  the  Corn  Laws  be 
repealed  or  continued,  that  all  parties  will  join  in 
promoting  a  measure  so  desirable  as  the  one  pro- 
posed. 


Brewster,  Printer,  Hand  Court,  Dowgate 
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